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ELECTRIC POWER STATION 


SUMMARY 

The article views environmental protection issues in 
the energy sector of Georgia. Trends of developing energy 
complex are discussed and assessed envisaging ecological 
requirements. It is indicated that energy complex is the 
most polluting one among the fields of material production. 
Focus in made on ecological problems of the land, including 
cultivable ones, water, climate and other fields. The Georgian 
experience is presented in respect with meeting these 
challenges. At the end, views are given for improving the 
situation. Points to be stressed are: 

- Rational production and usage for energy resources, 
creation of energy recourse-conserving, low waste or no 
waste environmentally clean technologies, reduction of 
emissions, and thermal gases polluting an environment, 
decrease of harmful action of industrial and other waste and 
waste utilization; 

- Construction and reconstruction of systems of 
protection of environment, including increase of rates of 
filtration and neutralization of natural substances in the 
exhaust gases, waste water, cleaning of ground polluted 
and damaged during construction and operation of energy 
facilities, and also usage of industrial waste as secondary raw 
material; 
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- Provision of economic incentives of rational use of 
casing-head gases, suppression of practice of their burning 
in their torches (first of all at the experience of creation of 
economically favorable conditions for use of such gases); 

- Introduction of environmentally clean technologies of 
coal burning in thermal power stations and other enterprises, 
as a condition of coal use prospects; 

- Improvement of coal fuel quality (including its 
enrichment, processing, bracketing etc.); 

- Usage of mine methane; 

- Growth of production of high-quality engine fuels 
appropriate to the European standards, improved for 
conformity with the requirements of the advanced legal 
base for polluting substances and exhaust gases emitted as a 
result of oil products combustion; 

- Development and realization of the programs 
of minimization of environmental damage caused by 
construction and functioning of hydroelectric power stations; 

- Organization of works of certification of environment 
protection technologies and means; 

- Organization of experts training working in a sphere of 
an environmental protection. 
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(50300 ൭1000000. ൭0൦൦൦0, ౧doboognb, Hod gonsoHomb 
൮ന0നര്‍റൂ൬ൃ൪റ ൭൮൯൩൪൨00 Hobobhomasbsam hom wo sbbbooo 
gybdyno, @oabgs Mg3rdqgb@ogo9d0, Mmdmnb ൦൦0000൦൬, 
൮0൭൬ 6൫0൬ goderggdgogwo gegoe»ogo 3൫00൯൭൯൬ 
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യാ bbg. ൮8൩0൯000 dmyhomnddogob. gb 43956036390 
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340). 

boob(53653bo», ൫൯0 dhogom dg9yobodn ponhym deodéo- 
dd 3300003360 àq»36»e»009ob ൬൦1൦0൮6൮9൬ ൮8൬0൯00൦00. 
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SUMMARY 

Considering the traditional fundamental process as an 
alternative of economic theory is increasingly insufficient 
in todays reality; deficiencies of the supply and demand 
interconnections, as well as the complex character of their 
relationship that cannot be fully explained by traditional 
mainstreaming that is confirmed. 

In the aftermath of the global crisis, countries have 
been occurred in an eternal stagnation. The development 
of world economy progresses slowly. The restoration of 
macroeconomic stabilization and sustainable development 
by the old traditional monetary methods - inflation and 
exchange rate changes - were impossible, while by Keynesian 
methods the increase in stimulation of budget interventions 
on the supply remains limited. 

Economic science has been able to explain events far 
more than to predict the future. The issue of new industrial 
structural reforms only brings new questions. 


Today new challenges impose new tasks to economic 
science. Academic approaches are being used that combines 
historical, logical, technological, institutional, and other 
methodologies. Everything starts with explaining how the 
economy is working and how it should work. The model of 
economy that is efficient and balanced is a current challenge 
and this model has its own limitations. 

Introducing pluralist theories has begun, including at 
the universities. Development of economic science requires 
fundamental approach together with promoting neo-liberal 
course and institutional approaches, as well as explaining 
macro-economic events not based on Keynesian and classic 
methodologies, but based on combination of institutional, 
behavior, psychological, political, social and other sciences. It 
gives rise to new challenges for economics. It should also be 
reflected in university studies. 
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INTRODUCTION 

In the period of Globalization as the intensity 
of competition increased, utilization of international 
experience and of efficient competitive methods is becoming 
increasingly important. The traditional paradigm of the 
competitive advantage, which stated that the security of the 
domestic market is the most important for the competitive 
advantage, is becoming obsolete. Thus, the representatives 
of Business and Academic communities are changing their 
attitudes toward export. Traditionally export was reviewed 
as one opportunity to increase sales where higher economic 
risks Compensated through higher fianacial premium due 
to the higher export prices. This reality is changing and 
attitudes toward the exports are becoming more pragmatic. 
“Importantly, export market development has become more 
a matter of survival than choice for many firms that face 
challenging economic conditions” [1]. This statement clearly 
revealed the changing attitude toward exports, as the export 
from the one of the ways for development became the way 
to survive in the tough competitive environment. There is no 
sense to additionaly discuss here that export creates new jobs, 
decreases the threat of the currency crisis, etc. The aim of the 
article is to review the specific terms for the formulation and 
management of the export strategies, review their place in 
the sets of the devepolment strategies and create criteria for 
evaluating efficiency. 


1.1.Types of the Export Strategies 


Reviewing the Export Strategies is very important for 
distinguishing Strategies on the Macro and Micro level or the 
firm strategies needed for sustainable development. It should 
be noted that in the current context strategies on the macro 
level are less popular and the major emphasis is put on the 
trade facilitation activities. These topics would be reviewed 
later. Now we would concentrate on the practical issues of 
the Export Strategies. As we already mentioned, the Export 
Strategies are becoming a choice, a way to survive in the tough 
competitive environment. Firms are urged to find every way 
for growth and thus explore the Export Strategies. Clear, that 
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the Export Strategies are theoretically and practically well 
developed issues, but the dynamism born by Globalization 
demands some changes. In the Export Strategies markets 
are important as well as the entry modes and the entry 
time. There should be specifically defined markets, where 
geographical aspects are as important as a good definition 
of market segments. These activities are leading to succesfull 
export strategies. In this direction theoreticians are offering 
different ways to the managers. 

Lately the definition of the Trade Intensvity Index has 
become popular. This topic was reviewed in the Author's 
previous article "Export Potential and Competitive Advantage [4]. 

Trade Intensification Index [1] should be used as an 
analytical tool for evaluating export potential of a country or 
a group of countries. Index lij is defined based on the Xij- I 
country export in the j country;Xij | country total export; Mj -j 
country total imports; M-world imports. lijz(Xij/Xi)/(Mij/M). 
If lij is higher than 1, this means that your trade partner is 
more important to you than you to the trade partner. If lij 
equals 1, your exports are equivalent to your export potential 
and import potential of the partner. If lij is less than 1, your 
export potential is underutilized. The underutilized export 
potential could be defined as the difference between the 
exports in case of lij equals one and the actual exports. It 
should be noted that this method has a practical value, but 
this value is transformed in the competitive advantage only in 
certain circumstances. First of all, this is the match between 
the export products and import level of this product in the 
potential importing country. Thus the Trade Intensification 
Index defines the importance of the Trade partner in 
general and is a valid indicator for planning activities on the 
macro level, such as creation of the trade regimes, creating 
tradeoffices, planning trade missions. 

On the micro level it would be better to review more 
sophisticated indexes. Thus we could modify the Trade 
Intensification Index regarding the exporting product group. 
In this case we"ll define the Product Group Intencification 
Index (the index is introduced by Author) as Eaij=(Xaij/Xai) 
(Maj/Ma), where, 
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Xaij — i country export of a product in the j country 
Xai - i country total export of a product 
Maj — a product import in j country 


Ma - a product world import 


A product considered on the 4 digit level of the 
Harmonized System should be noted that calculations on 
the 6 or 8 digit level would give a better picture. Research 
provided by this methodology gives an opportunity to 
evaluate export potential in different countries, thus having 
the 3 or 4 choices preference would be given to the choice 
with the highest export potential. This methodology should 
be reviewed as the most general and thus should be used on 
the initial stage of export strategy. After the definition of the 
country with the highest export potential the target market 
should be defined — the consumer or the industries should be 
served. These markets differ dramatically, if we are exporting 
on the consumer market export could be defined as the 
Function Xij=f(Yj,Pj,Fj,Rj,Dij), where 


Xij — i country export in country j 

Yj — j country population 

Pj — j country GDP per capita 

Fj historical relations between i and j countries, such as 
dominion-metropolia, part of one country previously, same 
military-political block members. 

Rij — trade regimes between i and j country, ordinary 
trade, MFN, GSP or FTA. 

Dij — distance between two countries measured as the 


distance between export and import custom terminals. 


This function could be considered as the most general 
and further research is needed to create the econometric 
model. 

When exporting the industrial markets in the function, it 
would be necessary to make some changes, as the population 
criteria and GDP per capita would be changed by | total 
industrial output and Ej industrial export. These criteria 
are very important if you are going to export semi finished 
products. These general attitudes are forming the basis of 
evaluation of export potential and the level of its utilization. 
It should be noted that these researches couldn’t guarantee 
success of the export strategy. In the first place, the success 
of the export strategy depends on how exporting firm is going 
to use competitive advantage. Thus, only the competitive 
advantage leads to successful results. 


1.2. Role and place of export strategy in the modern 
global competition 


The success of any strategy is determined by utilization 
of the competitive advantage, thus the better utilized 
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compatitive advantage is the more successful the export 
strategy is. The competitive advantage is considered the basis 
for the strategy. It should be noted that the succesfull export 
strategy could serve as a source of the competitive advantage. 
For example, some production was exported based on the 
high quality of the product increased sales volume and gave 
the firm the opportunity to seek the economy of scale which 
by itself creates the new competitive advantage and gives 
the opportunity of entering new export markets by lowering 
prices. 

In exporting consumer products the most important 
is the creation of the value chain. Value chain would serve 
as the basis for the competitive advantage. Thus we could 
consider different options- direct and indirect exports, 
strategic partnership or alliances. 

Also export strategies could serve as a tool to lead for 
import substitution - for which the mutual formation of 
export promotion and import substitution strategies should 
be made. At the same time we should take into consideration 
that in the event of joint formation of these two strategies 
they will have the mutual forcing effect. For example, when 
developing a strategy for export promotion, firstly the better 
delivery of the given goods to the local market will take 
place and another similar strategy will give the signal to 
a whole industrial chain of values which can result in local 
production of the necessary inventory. The cluster effect is 
also considerable in terms of development of the adjacent 
production. Successful Imports Subtitution Strategy can 
in turn develop into export strategy. Based on the surveys 
of Porter, receiving of the product by the foreign market is 
founded upon the success achieved in the local market. If 
we consider this approach as a priority, then the strategy of 
export promotion can become a continuation of successful 
import replacement strategy. 

The strategy of export promotion often involves an 
innovative component as well. This, in turn, can be the basis 
for opening a new local market. In this case the replacement 
of imported substitutes will happen with a great possibility. 
That is why the good result will be reached through the 
joint development of the export promotion and the Import 
Replacement Strategies which might eventually become a 
foreign trade strategy. 

Inthe export of industrial goods they are supplied directly 
to the industrial consumers where the most important topics 
are the production price, the readiness of the product to be 
industrially explored, supplying time and stability. The range 
of these factors differs from the factors considered previously 
(consumer products). Thus the importance of the general 
exporting strategies increases and the state support for the 
exporting strategies becomes vital. When we are considering 
succesful exporting strategies on the state level, first of all, 
we are considering exporting strategies utilized by Japan, 
Taiwan, Thailand, South Korea, China and Ireland. In any of 
these cases the export strategies based on the competitive 
advantage, mainly on the high volume of the hand jobs in the 
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assembling plants, in combination with the high productivity 
and low labour costs. It should be noted that the combination 
of these factors also worked well in the high tech industries. 
Later the growth of the Irish exports also was based on 
the same factors in addition to the high emigration of Irish 
people (first of all in Great Britain and USA) and the perfect 
knowledge of the English language. 

Even the simple analysis reveals that the export strategies 
on the macro level where clearly based on the existing 
competitive advantage. In the same manner we could review 
the export strategies on the micro level, where competitive 
advantage should be clearly defined. Thus the competitive 
advantage should be the basis of the export strategy and 
taking into consideration the fact, that globalization changed 
the type of competition, the export strategies should be 
globally oriented. Many researchers are putting the equal 
sign between this statement and the possibility to produce 
products at low costs. This position is not right for every sector. 
It’s right in the production of the mass products where the 
price competition plays a major role. Besides, there always 
exists niche demand and production which have the specific 
features, the export strategies for these products differed. In 
the modern global competition these specific features could 
be created based on the artistic factors. For example, while 
in the production of the mass building materials the major 
factors would be low production costs and low prices, the 
same production for the niche demand should have some 
unique characteristics, and should meet specific demands of 
the consumers. 

Reviewing the export strategies on the macro level we 
should also review activities of the International Organizations. 
Regarding exporting strategies, first of all, we should consider 
International Trade Center, which supports creation of the 
export strategies through special Programme “Export led 
Poverty Reduction”’[5]. Also it should be noted that the 
World Bank sectoral initiatives and researches are aiming at 
increasing export potential of the underdeveloped countries 
and the success of the Initiated by International Donors 
projects are fully depend on the receiving countries policies. 
If the country doesn’t have the competitive advantage the 
participation of the International Donors couldn’t change this 
reality and project will not be sustainable. The projects would 
be succesful if they are based on the existing or the potential 
competitive advantage. 


1.3.The Role of State in the formulation and realization 
of the Export Strategy 


There is an ongoing discussion of the role of the State 
in the formulation and success of the Export Strategies. We 
should make one note that the successful export strategy 
on the macro level means improved trade balance, higher 
growth of exports or declaring export as the major economic 
growth indicator and creating additional jobs. The Export 
Strategy on the macro level means the creation of the 
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specific conditions for the production and exporting of some 
products, not creating special conditions for some firms. In 
this regard the macro Export Strategies should be oriented 
on the creation of trade facilitating conditions. More open 
trading regimes mean to remove barriers on the domestic 
market. From the 1990s the most popular is the idea that 
having only preferences couldn’t be realistic, international 
trade is the two way traffic, thus we are using the term “Trade 
Facilitation” which covers some specific actions. 

According to the World Bank research, “under the Trade 
Facilitation we consider any actions which decrease the 
export/import tariffs. The marginal effect of infrastructure 
improvement on exports appears to be decreasing in per 
capita income. In contrast, the impact of information and 
communication technology on exports appears increasingly 
important for richer countries. The trade facilitation 
measures can be undertaken along two dimensions: a "hard" 
dimension related to tangible infrastructure such as roads, 
ports, highways, telecommunications, as well as a "soft" 
dimension related to transparency, customs management, 
business management, and other institutional aspects that 
are intangible. "[3].According to the findings of this research 
in Georgia activities should be focused on the improvement 
of infrastructure and customsmanangement. For Georgian 
exporters the information support would be important, 
which should be focused on the specific markets rather 
than general. Thus we face two problems, the first is the 
cost efficiency and the second is the justice or is it fair to 
assist one exporter if there are hundreds of exporters? The 
solution of these problems should be based on the world 
experience. First of all effective mechanisms for Public Private 
co-operation should be created. 

Such mechanisms are competitiveness Councills, 
Industry Associations, etc. Competitiveness Councills provide 
day-to day monitoring of the competitiveness of State, some 
industries, also they are facilitating the agreement between 
the State and the private sector regarding priorities. When 
such priorities are agreed, special market research activities 
would be undertaken and would solve the above mentioned 
problems. 

Also we should review the use of information- 
communication technologies as the Special tool for the 
trade facilitation. In the modern service oriented economy it 
would be quite difficult to organize giant production facilities 
in Georgia, thus the orientation should be towards many 
small exporting companies, where access to the information 
resources is more valuable than low production costs. 

World practice determined the advantage of the sectoral, 
rather then general export strategies. In this case sectors with 
the real or potential advantages are identified and supported 
export strategies in these sectors. In the Georgian reality 
these sectors could be sectors creating higher value added 
export products on the basis of the existing export products, 
such as production of jewellery, special batteries on the basis 
of the manganese, products of hazelnuts, etc. The second 
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important sphere would be the production with the specific 
features, specially designed building materials, artistic 
and designer products. It should be noted that due to the 
scarcity of the resources all directions couldn’t be developed 
simultaneously. Thus the choice should be made between 
two opportunities: high growth of exports or growth of new 
jobs related to the export. First set of strategies (creation of 
the higher value added products) creates more jobs, while 
second set leads to the high growth of exports. These topics 
should be discussed on the meetings of the Competitiveness 
Councills. 


1.4.Modern approaches for the Creation of the Export 
Strategies on the firm level 


As it was mentioned above the export strategies on 
the firm level became the strategies to survive in the global 
competitive environment, rather than choice to diversify sales 
and make more sustainable growth. Different approaches 
regarding export strategies have been considered, one quite 
well-known approach named as "Upssalla Model", where sales 
on the domestic market were considered as the opportunity 
to gain experience and competitive advantage and only after 
start exporting. In the scientific publications of the last period 
have been noted that "Upssalla Model" concerns the Firms 
growth model introduced by Edith Penrouse. Researches 
noted "Penrouse not only recognizes that managers (agents) 
may control and coordinate resources (structures) but also, 
resources exert influence over human agents and impinge 
upon managerial initiative".[2]. Thus the basis for the export 
strategy was the resources of the firm, resourse formulated 
the strategy and the ways to utilize competitive advantage. 
It should be noted, that Globalization somehow changed 
these approaches. Now we could consider firms which are 
initially operating on the global market and thus economies 
of scale are utilized through global production. Globalization 
changed attitudes towards the exports and we could consider 
quite interesting relations: competitive advantage-export- 
increased competitive advantage. Thus the export transforms 
from the result of the competitive advantage into the 
source for the competitive advantage. Now it's clear why all 
companies strive to export as much as possible. Thus export 
strategies from the firm growth strategies transformed into 
the strategies to guarantee firms sustainability. 

In these conditions it has become vital to evaluate 
efficiency of the exporting strategies. First of all major 
criteria should be identified. From different criteria more 
appropriate ones are: the export growth and the export 
share in total sales. The first criterion proves the growth of 
the export from year to year and the second indicates the 
efficiency of export sales management in comparison with 
total sales management. It should be noted that for the 
states with the narrow domestic market the success of the 
export strategies are vital. Firms face objective obstacles. In 
case of huge domestic market, fails in the export sales could 
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be easily balanced with the intensification of sales on the 
domestic market. In the case of Georgia we could consider 
wine exports. Following the embargo of Russian Federation 
on Georgian wines, situation became catastrophic, as a) 
Georgian domestic market is narrow, b) 80 96 of wine exports 
were going to Russian Federation. Thus, in the formulation 
of the export strategies firms should consider all these topics 
and try to diversify exports markets as much as possible. 

Accordingly, the evaluation of the efficiency of the 
export strategies means the evaluation of their sustainability 
which forms the basis for the further economic development. 
Sustainable export strategies should be oriented to 
support different activities, these serve as the basis for the 
sustainability of the strategies. Whiach are these activities? 

The Globalization of the world economy had made the 
competition very tough. Companies couldn't feel secured 
even on the domestic market. Thus from the second half of 
the XX-th century different export support activities became 
fashionable. These support activities could be divided in 
three main blocks: financial, informational and specific. The 
financial support activities included special tax exemptions, 
low interest rate credits, export insurance schemes and etc. 
These activities have been qualified as the discrimination 
practice and World Trade Organization member States take 
the obligation not to use them. The information services 
included asthe general information as well the specific market 
research activities provided by the respective Governments 
or with their support. Under the informational activities could 
be considered special training programmes provided for the 
export oriented companies staff, while charges claimed to 
the Government Agencies. The specific activities include the 
support of the companies in the participation in the different 
Trade Fairs and Shows, organization of the Promo actions. 

As usual nowdays different mechanisms and their 
combination are usedand a special attention is paid to stay in 
line with WTO Rules and Procedures. At the same time some 
questions are always asked: how efficient are these support 
activities? How we can prove by outcomes that Government 
funds have been utilized in the best possible way? 

Considering these questions the majority of authors 
put stress on the identical problem of the all export support 
strategies, this is the fact, the same approach is used with all 
exporting companies. Using the same approach had its one 
positive aspects, usingthe standard approach we are providing 
standard activities, preventing the different treatment for 
different exporters and thus preventing the lobbying of the 
interests. At the same time the identical approach didn't 
allow to consider specificity of different industries. In practice 
even two companies interested in the same export market 
needed different treatment. In the Georgian reality beside 
the above mentioned problems additional specific factors 
should be considered. First of all the low number of exporting 
products, as a result in some industries, Georgia has only 
one exporter. Thus supporting the export of such products 
in reality would mean the support of one company. All these 
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problems of the export oriented companies transformed in 
the major decision, which model are the companies going to 
use: standartization of the international support programmes 
or their adaptation. Adapted programmes better are 
focusing on the specific market needs, but there costs are 
high. Standartized programmes are cheap, but they didn’t 
consider market differences. Attention to this topic is quite 
high as theoretical as from practical points of view. Some 
researches showed the positive relations between adaption 
and performance [6]; some researches showed no relations 
between two, [7]; and some researches showed the negative 
relations [8]. To review this topic in detailed manner it would 
be better to range exporters in order to see the bigger picture 
and thus undertake adequate decisions. 


1.5.Ranging exporters by some major characteristics 


Exporters could be ranged by different factors. “Drawing 
from contingency and the organizational learning perspective, 
the authors develop and test a model of the effects of 
different forms of international experience - duration, scope 
and intensity — on the performance outcomes of promotion 
adaptation” [9]. 

Above mentioned factors should be defined as follows: 
duration factor means, when company entered the export 
operations, volume defines the number of the export markets, 
intensity defines the dependence on the exports. These 
factors are creating the practical experience of the exporting 
company and heavily influencing on the identification of the 
best support forms for their export activities. For the efficient 
functioning of the export support strategies crucial factor is 
the fact who provides the support activities. Low efficiency 
of the export support strategies could be explained by the 
fact, that usually providers are governmental structures. 
For the last period more frequently are used specialized 
structures. World practice revealed the efficiency by using 
specialized trading companies. It is very important to use the 
most appropriate trading intermediary. Just review them in 
general. 

From the beginning trading companies and export 
manangement companies should be distinguished as 
they are providing different functions. Trading companies 
are buying and selling goods while export management 
companies based on their market intelligence and practice 
are assisting exporters to define the best buyers. Thus the 
trading companies are performing all functions of the seller — 
packaging, marking products, forming the selling party of the 
product and etc. Trading companies are very depended on 
the financial resources which are vital for the reducing costs 
and taking normal profit. Export manangement companies 
didn’t undertake these functions and mainly assisting 
exporters to meet the importers’ needs. For sure they are 
giving recommendations for exporters, but the major field of 
their activities is the creation of the good selling environment 
based on the market conditions. We also should review the 
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creation of export alliances. Generally speaking there are 
different types of export alliamces. The simpliest one is when 
the same product exportes are creating alliance in order to 
better utilize the opportunities of the new export market. 

Quite often these alliances are called horizontal alliances, 
as the members of the alliance are on the same stage of the 
value chain. In this alliance the exporters are pursuing the 
same objectives, as the information on the export country, 
co-financing of the promo actions, joint market research 
activities. This form of the export alliance plays more and 
more minor role. The vertical version of the export alliance 
is the alliance where the members are on the different 
stages of the value chain, such as suppliers, producers, 
trading companies, international marketing intermediaries 
and financial-banking structures. The participation of the 
banks becomes crucial, as the participation of the banks 
supports the solution of the tough financial problem which is 
connected with the high expenses of the fianancial resources 
for the exporting operations. The high economical and 
political risks are putting banks in the position when they are 
asking higher interest rates for the financial resources for the 
export operations. In the same manner the participation of 
the insurance companies in the export alliances should be 
considered. In this case members of the export alliances are 
doing their general functions and thus assisting each other to 
reach the major goal - increase the export sales or enter new 
export markets. Using the export alliances you face different 
theoretical and practical problems, for example: how profits 
would be distributed, who would sell on the export market 
and etc. As the practice proves there is not any model which 
could solve all problems. You should consider industry and 
export markets specifics, take into consideration the existing 
selling practices. Generally speaking export manangement 
companies would better support exporters in the obtaining 
relevant information, in other cases would be better to 
use trading companies or export alliances. Coming back to 
Georgian realities, with no doubt firstly the problems with the 
legislation should be solved. This is absolutely necessary in 
the case of the export alliances where we don't have any type 
of legislation. Re-trading companies we could use the status 
of the special trading companies, but the sphere of the usage 
should be widened. The majority of the trading companies 
are profitable while working in both directions such as exports 
and imports. Also we should consider the fact that in some 
products (fruits, vegetables) seasonal fluctuations are high. 
Also we should bear in mind the fact that in Georian exports 
there is a very high participation of the imported products. 
Thus the effective usage of the Special Trading Company 
status needs quite a lot of specific decisions and changes in 
legislation, first of all in the Tax Code. 

Also we should base any type of the export support 
strategy on the practical needs of the exporters, thus they 
should define the nature and scope of the support strategies. 
So the recommendations from the exporters should serve as 
the basis for the creation of the export support strategies. 
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1.6. The Exporters’ Survey Results 


In order to find out the views and the ideas of exporters 
in 2016 the exporters’ interviews were organized. The 
research was undertaken under the Tbilisi State University 
Scientific Grant Project "The Ways to Improve Trade Balance 
of Georgia". The electronic survey was sent to the exporters 
whose export was more than 1 mln. S per year. For the sake 
of clarity the re-exporters have been excluded. The exclusion 
of re-exporters was done in order to have clear picture of the 
needs of the exporting community. In the organization of the 
research Georgian Chamber of Commerce and Industry was 
actively involved. 

Firstly the survey was sent to 433 exporters on the 30th 
of May, 2016. For the Second time the surveys were sent 
on the 14th of June, 2016, to 424 companies. 9 companies 
have been excluded due to the unrelevant contact details. 
The response was from 44 companies, which represents 1096 
of the interviewed companies. According to the Georgian 
business practice this response rate could be considered as 
normal and thus the obtained information as valid. 

Tha analysis of the survey results leads to some 
interesting judgements. First of all the total majority of the 
exporters indicates trade missions on the target markets as 
the major priority for the export support strategies, also they 
admit the financial support, as for the geographic direction 
far east was identified as the major priority, at the same time 
mentioning CIS and EU as the major destinations for Georgian 
exports. The trade missions organized by the Government 
support could be considered as the combining of the 
information and financial support. As the best international 
practice Government supports the exporters to participate 
in the Trade fairs or organizes trade mission on the target 
market. It should be mentioned that in the frame of the 
Tax reform in Georgia the costs of the participation in trade 
missions could be considered as a special type of investments 
and excluded from the profit tax. This would be the serious 
step to stimulate exporters. Also the participation of the 
export manangement companies in this process would be 
crucial. The market information and the knowledge of the 
export management companies should serve as the basis 
for the planning of these activities. Also we should review 
the financial assistance topics. As the number one priority 
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could be nominated - the setting up and the development 
of the export trading companies. Trading companies will 
buy and then sell products on their own. This model could 
quite efficiently work with non brand products, as for the 
brand products this model wouldn't work effectively. Also the 
export alliances could solve the financial problems, mainly 
when banks and insurance companies are participating in 
the alliances. It should be underlined that these models are 
increasing sails on the existing markets or utilizing potential 
of the new export markets. Unfortunately none of these 
models is contributing to the creation of the new export 
products. The low number of the exporting products could 
be identified as the major obstacle for the development of 
the Georgian exports. The detailed analysis of this problems 
revealed that the creation of the new export products could 
be achieved only when all directions of the export supporting 
strategies work together. These directions could be identified 
as investment, detailed analysis of the market needs, creation 
of the unique market offer.[12] 

Taking into consideration the Georgian economic 
realities majority of these problems could be solved through 
specific export alliances where the international companies 
would also participate. In this case it would be preferable to 
introduce the international EMC-s, active participation of the 
banks should be welcomed in export alliances as they would 
serve as major investors for the creation of the new export 
products. Preparing the export offer should be considered 
the high portion of the services where Georgia has objective 
competitive advantages. [13] First of all, export strategies will 
be successful in the agricultural sector. And this will make it 
possible to fully use the potential of the Georgian agrarian 
sector which would make possible to live and meet social and 
economic needs about 2.3 - 4.5 m. people.[14] 

We also should review the export support strategies for 
the services. Here also would be preferable to create export 
alliances everywhere where it would possible to put together 
product and service. In the services export where costs of 
the materials didn't play the important role stress should 
be put on the certification activities, this would increase 
competitiveness of Georgian service exporting companies. 
For the short time period some services' export should be 
free from the profit tax. 
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SUMMARY 
The paper reviews the specific topics of the formulation 
and management of the Export Strategies. Export Strategies 
became of vital importance for Georgia. After the signing 
DCFTA with EU Georgian officials were wondering that the 
export potential of Georgia would be utilized in the best pos- 


sible way. Unfortunately utilization of export potential is only 
possible by developing and executing Export STrategies.The 
author reviews different methods of evaluating the export 
potential on different markets.In addition to it the article re- 
views different indicators for evaluating the efficiency of the 
export strategies. 
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The modern conditions of globalization and the expected 
long-term trends set all the countries of the world in front 
of special challenges. In addition to it, for all the countries 
having transitional economy it is very important to manage 
to develop the strong competitive (For innovative potential of 
the country: Papava 2016, 2018; Bedianashvili 2017b; about 
the development of export potential and competitiveness: 
Gaganidze 2015, 2016, 2018; and also for cultural potential: 
Bedianashvili 2016, 201/2) sides (that are appropriate for their 
countries) of the social-economic systems and to transform 
their countries’ weak aspects (that make the countries’ 
processes slow down) and to promote to use positive factors 
in the context of globalization and globalization processes. 

In the above-mentioned problems the culture (as the 
factor), the entrepreneurial activities (as the most important 
resource of the economic growth of the country) and the 
systemic presentation of the strategic direction of the 
formation of the economic knowledge of the country take 
special places. 

The modern stage of globalization is characterized 
by a number of specific peculiarities of postindustrial 
development among which, in our opinion, the actualization 
of the formation of the knowledge-based economics is the 
most important. It must be mentioned that globalization 
determines the addition of dimensions with perspectives 
for knowledge economy such as, for example, resource- 
technological, informational, communicative and institutional 
structures. 

According to the postindustrial theory the main resource 
of postindustrial economy is information and knowledge. 
The main type of manufacturing activities is the high level 
automated production and among the main technologies 
science-inclusive technologies are used, from the types 
of economic activities different services become the most 
spread. If the agriculture field was the determinant in pre- 
industrial society, industry was in industrial society and the 
theoretical knowledge with the universities (as the place 
for active generating, getting together and mastering of 
knowledge) is the determinant. 

The above mentioned peculiarities reflect distinctly in 
such well-known categories as the knowledgeable society, 
the knowledge society and knowledge-value society. It’s 
important that the core of the society is the knowledge 
economy while the human capital [Abesadze, 2014; Augier et 
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al., 2007; Hadad, 2017; Foray, 2006; Lopez-Leyva et al., 2017; 
Skrodzka, 2016; Sundac and Krmpotik, 2011; Tocan, 2012; 
White et al., 2012] is the main factor of development. 

It must be mentioned that in the process of forming the 
knowledge economy the innovative aspect of entrepreneurial 
activities is of a particular importance in the context of all 
business entities. Therefore, the effectiveness of the whole 
innovative process depends on the efficient functioning 
of knowledge-based entrepreneurship which, in its own 
turn, contributes the development and implementation 
of innovative entrepreneurial policies by the state. Within 
the innovative entrepreneurial policy the formation of the 
institutional component, its systematic modernization in 
dynamics, compliance and synchronization of general formal 
institutions and business culture as an informal institution 
should be envisaged. 

If we analyze historically the dynamics of the scientific 
economical idea and the modern conceptions of the 
phenomenon of entrepreneurship [Baumol, 1990; Blaug, 
1989; Veblen, 1904; Drucker, 1993; Simon, 1967; McClelland, 
1987; Bedianashvili, 2017; Gvelesiani, 2015; Erkomaishvili, 
2016; Svetunkov, 2016; Beugelsdijk, 2017; Hofstede, 2004; 
Acs at al., 2005] it is distinctly noticeable the adequacy of 
the above-mentioned regulations in modern conditions and 
actuality of realization of requirements. 

First of all, it must be mentioned that the famous 
contemporary researcher of the entrepreneurship V.Baumol 
points out about the great importance of the institutional 
factor in the entrepreneurial business [Baumol, 1990]. 
He mentions that the entrepreneurship is the ability of 
the individual to invent and obtain the new means for the 
growth of his well-being, power and prestige. He says that the 
realization of above-mentioned ability is not always directed 
to creating the additional public product. The rules of the 
economic activity define the direction of the entrepreneurial 
ability and this direction can be productive, non-productive 
or destructive. As Baumol says, according to the “rules of 
the game”, the entrepreneur takes decision how to get the 
income: by implementing the innovation, by setting up an 
enterprise and to accomplish his business legally or not, avoid 
paying taxes or set up illegal business. 

We should note that V. Baumol’s above-mentioned 
concept got support not only among the new institutionalism 
followers but also among the representatives of Oldoliberarist 
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school (It must be mentioned that the well-known ideas of V. 
Oikens about agricultural order are very close to the concepts 
of V. Baumol). 

We consider interesting the technological presentation 
of economical processes seen from the concept of so called 
retro-economics that confirms the importance of institutes 
(the author of the concept “retro-economics” is V. Papava 
[Papava, 2017]). The author calls retro-economics to such 
type of economics where technologically lagged behind firms 
(retro-firms) compared to world modern achievements are 
functioning but despite there are demands for the products 
such lagged behind firms produce. [Papava, 2016; 3]. 

There are different kinds of views about entrepreneurship. 
For example to R. Cantillon’s opinion an entrepreneur is 
a person who implements the agricultural business in the 
uncertain conditions and the entrepreneur’s income is the 
present for his risk [Blaug, 2008: 115]. 

J. Say notes that the entrepreneur implements the 
coordination of the product factors (land, capital and labor). 
To his opinion the agriculture business is the fourth factor 
that complements the effectiveness of the manufacture, 
and in the society there is always some kind of demand on 
entrepreneurial business. As it is known, the entrepreneurial 
ability was discussed as a specific factor only in the XX 
century, and only afterwards the concept of human capital of 
the entrepreneur appeared in the science. 

T. Veblen points out that the motivation of the 
entrepreneurial business is to get profit; the source of high 
profit is the instability in the market and the entrepreneurs 
always try to create such instability [Veblen, 1904]. 

In |. Schumpeter’s opinion the entrepreneur is a 
smallholder person who implements innovations in his 
business; the innovations lead usto losing balance, to blowing 
up business activities and as a result the economic growth is 
obtained. To his mind it is not necessary for the entrepreneur 
to be the owner, the main thing for him is to have ability to 
implement and use the innovations in his farming business 
practice, thereto the entrepreneur can't be always the 
generator of new ideas and innovations, his main task is to 
use novelties and to get profit with the help of using these 
novelties [Schumpeter, 1942; 1982]. 

And we consider important to review the presentation of 
the entrepreneur, interpreted from the point of psychological 
science. For example, H. Simon thinks that the entrepreneur's 
behavior is not always rational and it is not directed to 
maximization of profitability that is stipulated by the person's 
psychic abilities, memory and registering abilities and by the 
really existed limitations connected with the person [Simon, 
1967]. 

For example, D. McClelland considered that the people 
who implement the producing activities have got specific 
motivation system, so-called achievement motivation; the 
later researches, as the author explains, showed that apart 
from the achievement motivation the entrepreneurs are 
characterized by the motivation of avoiding failure. The 
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interesting conclusion that the author makes is that the 
collective motivation of achievements, with the existence of 
proper mechanisms, in the society provides the economic 
growth of the given society [McClelland, 1987]. 

And we consider interesting M. Allais's point of view 
about entrepreneur business according to which the 
entrepreneurs can get the universal welfare only in the 
existence of rival environment that is formed by the social 
institutions. As the author notes, the state can make laws 
of institutional limits and change them, but it must be done 
according to the effectiveness of the economy of market. And 
exactly this determines the blooming and the dying of the 
cultures and civilizations [Allais, 1988]. 

Among the modern researchers we must mark out 
the famous theoretician of management and innovational 
economics P. Drucker He gave the entrepreneurial 
phenomenon the new conceptual view, according to which 
the results of entrepreneurs' creative business are reflected 
not only on economics but on the entire society. As the 
author notes, in the society of informational era those 
entrepreneurs who will feel the tendencies of changes in the 
business and will adapt operatively to these changes will be 
survived. And those entrepreneurs will become the leaders 
who will be able to generate of the changes in their business. 
To P. Drucker's mind the informational society will require the 
transformations not only in the economic field but above- 
mentioned society will transform the system of education 
principally and will activate the non-commercial organizations. 
The intellectuelles who will be able to generate new ideas will 
be required on the labor market. And those specialists who 
will be able to implement these ideas will be required as well. 
Thereto the development of education system is expected to 
develop towards two directions: 1) preparing the specialists 
with the knowledge of wide ideology and creative skills and 
habits; 2) preparing narrow specialists with the profound 
knowledge of proper profiles [Drucker, 1993]. 

In modern conditions we can talk over about 
entrepreneurship by the famous periodic researches in the 
format of problematic of calculation of entrepreneurial 
index. As it is known this index is calculated by the Global 
Entrepreneurship and Development Institute, USA. It 
completely represents the position of the entrepreneurship 
in each given country. According to the data prepared for 
the 2018 Georgia is on the 77" place with the integral 
indicator (with 26 points) among 137 countries. According to 
certain indicators towards the USA with the 1st place (with 
84 points), Switzerland with the 2nd place (with 80 points) 
and Estonia with the 23” place (with 55.5 points) Georgia’s 
position shows the challenges and problems that must be 
solved without doubt. 

According to the above-mentioned parameters the 
distance between Georgia and the leading countries of the 
world shows the approximate distance, at some point, to 
the desired distance that can be used for benchmarking 
(while defining the distance in numbers we can use several 
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Fig.1 The distance between Georgia and developed countries 
(calculated according to the materials http://thegedi.org/) according 
to the global entrepreneurial integral index. 


modifications of calculation. For example, here we will use 
the algorithm: Kogut&Singh1988). (Fig.1): 

Each indicator of above-mentioned characterizes a 
certain entrepreneurial aspect and answers the proper 
questions [Acs, et al., 2018]: Pillar1. Opportunity Perception 
Can the population identify opportunities to start a business 
and does the institutional environment make it possible to 
act on those opportunities? Pillar2. Startup Skills Does the 
population have the skills necessary to start a business based 
on their own perceptions and the availability of tertiary 
education? Pillar3. Risk Acceptance Are individuals willing 
to take the risk of starting a business? Is the environment 
relatively low risk or do unstable institutions add additional risk 
to starting a business? Pillar4. Networking Do entrepreneurs 
know each other and how geographically concentrated 
are their networks? Pillar5. Cultural Support How does 
the country view entrepreneurship? Is it easy to choose 
entrepreneurship or does corruption make entrepreneurship 
difficult relative to other career paths? Pillar6. Opportunity 
Perception Are entrepreneurs motivated by opportunity 
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rather than necessity and does governance make the 
choice to be an entrepreneur easy? Pillar7. Technology 
Absorption Is the technology sector large and can businesses 
rapidly absorb new technology? Pillar8. Human Capital Are 
entrepreneurs highly educated, well trained in business and 
able to move freely in the labor market? Pillar9. Competition 
Are entrepreneurs creating unique products and services 
and able to enter the market with them? Pillar10. Product 
Innovation Is the country able to develop new products and 
integrate new technology? Pillar11. Process Innovation Do 
businesses use new technology and are they able access 
high quality human capital in STEM fields? Pillar12. High 
Growth Do businesses intend to grow and have the strategic 
Capacity to achieve this growth? Pillar13. Internationalization 
Does entrepreneurs want to enter global markets and is the 
economy complex enough to produce ideas that are valuable 
globally? Pillar14. Risk Capital Is capital available from both 
individual and institutional investors? 

We think that innovational entrepreneurial policy in 
Georgia and corresponding arrangements of institutional 
modernization must be directed to overcoming the above 
mentioned backwardness. The perfection of business 
culture (as an informal institute) must be paid attention 
to. The researches (Hofstede, 2004; Bedianashvili, 2014; 
Bedianashvili, 2017; Didero et al.,2008; Beugelsdijk, 2007; 
Furman et al.,2002; Geertz,1973; Herbig and Srholec,1998; 
Inglehart and Welzel, 2005; James, 2005; Von Hippel, 2005; 
Acs, 2006; Barnett, 1953; Beugelsdijk et al.,2014; Brons,2006; 
Dickson et al.,2003; Edler and Fagerberg, 2017; Differences 
in Innovation Culture Across Europe, 2008) prove that the 
cultural factor has the decisive importance for developing 
the entrepreneurial and innovational business. As for the 
desired position of Georgia, it is necessary to implement the 
transformation of cultural values in perspective (Fig.2) such 
as reinforcement of long term orientation (pragmatism), 
reduction of power distance and development of individual 
characters (Bedianashvili, 2016). 


= China 
hw Georgia 
ചിട Germany Fig.2. The comparative disposition of 
ye India cultural values for Georgia according to 
existed situation 
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SUMMARY 

The modern conditions of globalization and the expected 
long-term trends set all the countries of the world in front 
of special challenges. In addition to it, for all the countries 
having transitional economy it is very important to manage 
to develop the strong competitive of the social-economic 
systems and to transform their countries’ weak aspects (that 
make the countries’ processes slow down) and to promote 
to use positive factors in the context of globalization and 
globalization processes. 


In the above-mentioned problems the culture (as the 
factor), the entrepreneurial activities (as the most important 
resource of the economic growth of the country) and the 
systemic presentation of the strategic direction of the 
formation of the economic knowledge of the country take 
special places. In the paper the main directions of setting the 
above-mentioned issues and solving these issues are given on 
Georgia’s example. 
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INTRODUCTION 


On 27 June 2014, the EU signed an association 
agreement with Georgia. It came into force in full on 1 July 
2016, but the most important and the most comprehensive 
part of the agreement, namely, the agreement on a deepand 
comprehensive free trade area (DCFTA), was, in most cases, 
provisionally applied since September 2014. Thanks to this 
agreement, Georgia obtained duty-free access to the large 
EU market. The condition was only to meet the norms and 
standards of exported goods, which in the case of agri-food 
products focused mainly on sanitary and phyto sanitary 
measures (Butkowska, 2017). 

The process of liberalising trade between Poland and 
the European Communities was launched in 1992. Back 
then, the part of the association agreement concerning trade 
liberalisation entered into force. The association agreement, 
called the Europe Agreement, entered into force a bit 
later,as in 1994. Agri-food products were subject to gradual 
liberalisation due to their high sensitivity. Duty-free access to 
the EU market was obtained by Poland in 2004 at the time of 
accession to the European Union. Also in this case, in order 
to be able to sell agri-food products in the single European 
market, Polish producers had to meet a number of norms and 
standards. 

From the viewpoint of the theory of international 
trade (including the conclusions on the use of the gravity 
model in trade), Poland and Georgia differ in terms of many 
characteristics. These are, inter alia (Geostat, 2018; CSO, 2017): 


e Size of the economy - in 2016, Georgia's Gross 
Domestic Product according to purchasing power parity 
accounted for 396 of Poland's GDP; 

e Population — in 2016, the population of Georgia 
represented 1096 of the population in Poland (3.7 million 
and 38.0 million, respectively); 

e Level of income of the population — in 2016, 
Georgia's GDPper capita according to PPP amounted to 
3696 of the level recorded in Poland (USD 9.3 and 25.7 
thousand per capita, respectively); 

e Agricultural area — in 2016, it amounted to 2.6 
million ha in Georgia, while in Poland it exceeded 14 
million ha; 

e global output of agriculture — in 2016, its value in 
Georgia was 16 times lower than in Poland. 
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In addition, the geographical distance between Georgia 
and the EU countries is much greater that between Poland 
and the EU countries. According to the gravity model, the 
greater is the distance between countries, and thus the 
transaction costs, the less intense is trade between them. 
This is particularly important for agri-food products that are 
less durable than industrial products. 

The statistics presented above relating to the selected 
characteristics clearly indicate differences in the development 
potential of trade in agri-food products and in particular 
the export from Georgia to the EU. This is reflected in the 
competitive position of Georgia on the EU markets. The 
objective of the article is therefore to assess the competitive 
position of Georgia and, for comparison, also that of Poland, 
in the export of agri-food products to the EU. The main study 
question is: do Georgian and Polish food producers compete 
in the EU market in the same product groups? 


Selected theoretical aspects of a competitiveness 


The term competitiveness has been widely used and 
discussed in the literature. In the literature there are a lot 
of definitions of the competitiveness (e.g. Krugman 1981; 
Aiginger et al. 2013; Peneder 2001; Farole et al. 2010). It 
results from the fact that individual authors pay attention 
to the different aspects of competitiveness and analyse it at 
different levels. According to the definition of the Organization 
for Economic Co-operation and Development (OECD 2016), 
'competitiveness is a measure of a country's advantage 
or disadvantage in selling its products in international 
markets'. Similar definition was adopted by the Institute of 
Agricultural and Food Economics - National Research Institute 
(IAFE-NRI) for the purpose of the studies on international 
competitiveness of the Polish food sector. According IAFE- 
NRI, ‘food manufacturers’ competitiveness is the ability of 
domestic producers to place their products in foreign markets 
— both in the EU and in third country markets — and the ability 
to developed effective exports' (Szczepaniak 2014). 

Sometimes the term competitiveness is understood 
broader as a 'competitiveness system' (Szczepaniak 2014, 
p.17). It consists of four elements: competitive potential, 
competitive strategy, competitive instruments and the 
competitive position. Generally, it can be stated that the 
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competitive potential held by a given company determines 
adopting a specific competitive strategy. This strategy creates 
a base for selecting specific instruments of competition, 
which in turn helps to achieve a specific competitive position 
(Szczepaniak 2014, p. 16). Thus, the competitive position can 
be considered as an indicator of competitiveness. According 
to Misala (2005, p. 300), the competitive position means 
condition and changes in shares of the given country in the 
widely understood international turnover, i.e. in international 
trade in goods and services, and in international movements 
of production factors as well as the evolution of the structure 
of these movements. To evaluate the competitive position, 
many indicators are used, which allow to evaluate the results 
of foreign trade in the past. Two of them, i.e. the trade 
coverage index (TC) and the Balassa revealed comparative 
advantages index (RCA) are used in this research study. 


Research method and materials 


For the purpose of the paper, twoindicators of the 
competitive position of Georgia and Poland in exports of agri- 
food products were employed, namely trade coverage index 
(TC) and Balassa’s revealed comparative advantages index 
(RCA). 

TC index was calculated according to the formula: 


where: 

TC- trade coverage index in trade in the i" product 
group of the j country with the EU, 

X, — exports of the i'^ product group (here: agri-food 
products in total and by HS chapters) of the j^ country to the EU, 

M.— imports of the i" product group (here: agri-food 
products in total and by HS chapters) of the | country from 
the EU. 

TC index determines the extent to which expenses on 
imported goods are covered by the revenue from their exports. 
The TC index is used to study the relationship between the 
exports and the imports at the level of entire trade, sector or 
product. The TC index greater than 1 means that the export 
value exceeds the import value, thus the given country has 
the relative competitive advantage over partners. 

Revealed comparative advantages indices 
calculated according to the formula: 


were 


X. 
RCA, = I క్‌ Xs 


N 


ON 
2X, AX. 








where: 

RCA, — revealed comparative advantage indexin the j^ 
country exports of the i'^ product group to the EU, 

X, — the j^ country exports of the i^ product group (here: 
agri-food products in total and by HS chapters) to the EU, 
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X™ — world exports of the i^ product group to the EU, 

N - number of product groups (here: total exports). 

The essence of the RCA index is to determine whether 
the share of a given commodity group in the exports of a given 
country is higher/lower than the share of this commodity 
group in the world exports to the specific market. When the 
index is greater than 1 (the share of the given commodity 
group in the exports of a country is higher than the respective 
share in the world export) — a given country has revealed 
comparative advantage in the exports to the specific market. 
Otherwise, when the index is lower than 1 (the share of 
the given commodity group in the exports of the country in 
question is lower than the share of this product group in the 
world exports) — the analysed country does not have revealed 
comparative advantages in the exports to the specific market. 

The study is based on the trade data from the World 
Integrated Trade Solution (WITS) database (Comtrade, HS 
— Harmonised System 2002), expressed in USD. Agri-food 
products are understood as products classified in chapters 
01-24 of the Harmonised Commodity Description and Coding 
System (HS). 


Research results 
Agri-food trade of Georgia and Poland with the EU 


The value of the export of agri-food products from 
Georgia to the European Union in 2016 was USD 221 million 
and the value of the import was 222 USD million. This meant, 
when compared to 2004,an increase by more than 6 times 
in the export value and nearly 5 times in the import value. 
In the analysed period, Georgia had a permanently negative 
EU food trade balance, although in 2016 the trade balance 
equilibrium was almost achieved. In turn, the export value 
ofagri-food products from Poland to the EU in 2016 was 
USD20.5 billion and the import value was USD 12.0 billion. 
In the years 2004-2016, the export value of Polish food to 
the EU market increased more than 4 times, and the import 
value — 3,5 times. Thus, during the Polish membership in the 
EU, the surplus of trade in agri-food products was growing 
steadily. In 2016, its value exceeded EUR 8 billion. 

The comparison shows that the value of the Georgian 
food export to the EU represented only about 1% of the 
Polish food export. This share was lower than in the case of 
comparing GDP of both countries. This was due to the fact 
for Georgia the EU was not the dominant outlet market 
for Georgia, just as it was for Poland. In 2016, only 32% of 
the Georgian food exportwent to the EU market (by 15 
percentage points more than in 2004), while the analogous 
ratio for Poland was more than 80%. Despite a clear 
reduction, still nearly half of Georgian agri-food products sold 
abroad found buyers in the Commonwealth of Independent 
States. The share of the EU countries in the agri-food import 
of Georgia and Poland was lower than in the export and in 
2016 amounted to, respectively, 21% and 68%. 

The commercial structure of the Georgianagri-food 
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export to the EU has been heavily concentrated on two HS 
sections, i.e. fruit and nuts (HS 08) and beverages (HS 22). 
In the years 2004-2016, the importance of products fromthe 
former increased significantly (from 37% in 2004 to 66% in 
2016) and from the latter decreased (from 45% to 23%). In 
total, fruit and nuts as well as beverages 2016 accounted for 
nearly 90% of the Georgian agri-food export to the EU. The 
rest was, inter alia, fruit and vegetable products, products 
of the milling industry, malt and starches and vegetables. 
The strong concentration in the Georgian agri-foodexporton 
several product groups only reflects the limited possibilities 
of the development potential of the agricultural production 
and food processing on the supply side. 

The commodity structure of the Polish agri-food export 
to the EU was more diversified. Three main HS sections, i.e. 
meat and offal, tobacco and tobacco products and cereals 
and pastry accounted for 35% of the Polish exportvalue to the 
Union market. Of great importance were also dairy products, 
fish and seafood, meat and fish products, chocolate products 
and various food products. 

The commercial structures of the Georgian and Polish 
import from the EU were more diversified than their 
commercial structures in the export and showed some 
similarities. Meat and offal, dairy products, chocolate 
products, cereals and pastry, various food products were 
important in the import of both countries. Moreover, in the 
Georgian import the significantly higher share than in the 
Polish import was that of beverages, sugars and confectionery. 
The reverse situation was in the case ofvegetables and fruit — 
their importance in the polish import was higher than in the 
Georgian import from the EU. 
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Competitive position in agri-food export of Georgia and 
Poland in the EU market 


In the years 2004-2016, the trade coverage 
indicesinPolish trade in agri-food products (total) with the EU 
were permanently higher than the corresponding indices in 
Georgian. This meant that in Poland, revenues from the food 
export to the EU covered expenses for the food import from 
EU to the greater extent than in Georgia. In Georgia in only 
two years i.e. 2005 and 2007 the export exceeded the import. 
Despite the improvement in the TC indices observed since 
2008, Georgia still failed to obtain a surplus in foreign food 
trade with the EU (in 2016, the TC index was 0.99). 

The reverse situation was related to the RCA index. In 
the analysed period, its value in the Georgian agri-food export 
to the EU was sometimes even several times higher than in 
the case of Poland. Both analysed countries had revealed 
comparative advantages in the agri-food export to the EU, 
with the clearly stronger advantage of Georgia. The highest 
value of the RCA index in the Georgian food export to the 
EU market was recorded in 2007 (RCA»5). In 2008, the value 
of the RCA index decreased to the value just below 2, which 
resulted from hostilities in the area of Georgia. Since 2008, 
the comparative advantages of Georgian food exporters in 
the EU market have been strengthening again. In 2016, the 
share of agri-food products in the Georgianexport to the EU 
was nearly four times higher than in the global export to 
these countries. 

In the years 2004-2006, Georgia had the TC indiceshigher 
than 1 in trade with the EU inproducts of five HS sections, 
i.e. fruit and nuts, coffee, tea and spices, beverages, oilseeds 
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Fig. 1: TC and RCA indices in agri-food exportof Georgia and Poland to the EU 
Source: Own calculations based on WITS-Comtrade (2018) 
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Table 1. TC and RCA indices in agri-food export of Georgia and Poland to the EU by HS division 
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and oleaginous fruit and other products of plant origin. In the 
analysed period in three product groups, i.e. coffee, tea and 
spices, oilseeds and oleaginous fruit and other products of 
plant origin the TC indices decreased to the level below 1. 
The surplus has, however, been achieved in trade with the 
EU infruit and vegetable products. In the years 2004-2016, 
Georgia had a surplus in trade with the EU in products of 
three HS sections, i.e. fruit and nuts, fruit and nut products 
and beverages. These products accounted for as much as 9596 
of the Georgian food export to the EU. 


Georgia 


In the years 2004-2006, Georgia had the revealed compara- 
tive advantages (RCA»1) in the export to the EU of products 


of six HS sections. These were: fruit and nuts, beverages, 
fruit and vegetable products, products of the milling indus- 
try, malt and starches, oilseeds and oleaginous fruit, and 
coffee, tea and spices. The particularly high RCA indices were 
recorded in the export of the first two groups (31.0 and 16.2, 
respectively). This meant that the share of fruit and nuts in 
the Georgian export to the EU was in the years 2004-2006 
as many as 31 times higher than the share of those products 
in the global export to the Union market. In the case of fruit 
and vegetable products, the analogous shares differed by 
more than sixteen times. In the analysed period, Georgia 
lost the revealed comparative advantages it held in the years 
2004-2006 in theexportto the UE of coffee, tea and spic- 
es as well as oilseeds and oleaginous fruit while obtained 
the advantages in the export of plant extracts. In the years 


41 


GLOBALIZATION AND BUSINESS, Ne5 / 2018 


2014-2016, Georgian producers had the revealed compar- 
ative advantages in the EU market in exporting products 
of five HS sections. These were: fruit and nuts, beverages, 
products of the milling industry, malt and starches, fruit and 
vegetable products and plant extracts. Still, very high was 
the RCA index in the export of fruit and nuts — it amounted 
to 29.5. When compared to the beginning of the analysed 
period, the RCA index in the Georgian export of beverages 
to the EU clearly declined, but still remained very high in the 
years 2014-2016 (9.63). The share of products of the milling 
industry, malt and starch in the Georgian export to the EU 
was nearly 9 times higher than in the global export of these 
products to this market, the share of fruit and vegetable 
products — 3,5 times and that of plant extracts nearly twice. 


The high RCA indices in the Georgian export to the EU 
of fruit and nuts, beverages and fruit and vegetable products 
are the result of the strong concentration of export on only 
several products and product groups. These were: hazelnuts 
(in 2016, they accounted for 66% of the Georgian food export 
to the EU), spirits, including vodka, chacha and whisky (9.6%), 
wine (5.9%), mineral and carbonated water, including Borjomi 
(5.5%), nut mixes for retail sale (4%). 


Poland 


In the years 2004-2016, Poland had the TC indices higher 
than 1 in the export of products of fourteen HS sections, 
which accounted for 82% of the Polish food export to the EU 
market. During the period of EU membership, the TC indices 
decreased to the level of below 1 in trade in such groups of 
products as: live animals, fruit and nuts, and other products 
of plant origin. At the same time, Poland managed to achieve 
a surplus in trade with the EU inagri-food products such as 
coffee, tea and spices, cereals, oilseeds and oleaginous fruit, 
other food products, beverages and residues and prepared 
animal fodder. In the years 2014-2016, the TC indices above 
1 were characteristic of trade of Poland with the EU in 
products of as many as eighteen groups, which accounted for 
nearly 92% of the Polish food export to the EU market. The 
highest TC indices, i.e. the largest relative export advantage 
over theimport has been recorded in trade in such groups 
of products as tobacco and tobacco products, meat and fish 
products, fish and seafood, fruit and vegetable products, 
cereals, meat and offal, coffee, tea and spices as well as 
cereals and pastry products. 

In the years 2004-2006, Poland had the RCA 
indiceshigher than 1 (revealed comparative advantages) 
in the export to the EU of products of twelve HS sections. 
They accounted for 72% of the Polish food export to the EU 
market. During the period of EU membership, Poland lost 
its revealed comparative advantages in the export to the EU 
of two product groups, i.e. live animals and other products 
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of plant origin. However, Polish food producers managed to 
achieve revealed comparative advantages in the EU market in 
the export of products of three HS sections. These were: fish 
and seafood, cereals and tobacco and tobacco products. In 
the years 2014-2016, Poland had the strongest comparative 
advantages in the EU market in the export of such product 
groups as tobacco and tobacco products, meat and offal, 
meat and fish products. The strong comparative advantages 
in the EU market (RCA>1.50) have been recorded in the 
export of chocolate products, various food products and 
other products of animal origin. 


CONCLUSION 


The study has shown that, with the exception of fruit 
and vegetable products, Georgian and Polish food producers 
had the revealed comparative advantages (RCA>1) in other 
product groups (according to HS sections) in the years 2014- 
2016. This meant that they did not compete with the same 
products in the EU market, and the offers of Polish and 
Georgian producers complemented each other. In the case 
of fruit and vegetable products, the revealed comparative 
advantage in the EU market was, in fact, held by both 
Georgia and Poland. However,more detailed analysis of 
the commercial structure of this section showed that both 
countries exported different products. Poland exported, inter 
alia, fruit juices and concentrates, frozen chips and processed 
or preserved champignons, while Georgia mostly nut mixes 
for retail sale. 

In comparing the competitive position of Georgia and 
Poland in the export ofagri-food products to the EU, it is 
necessary to bear in mind the different potential of these 
countries in the field of the agricultural production and 
development of the food industry. The agricultural area in 
Georgia was more than five times smaller than in Poland 
(where most utilised agricultural areas were meadows and 
pastures). The global production of agriculture in Georgia 
was 16 times lower than in Poland. Moreover, in comparison 
with Poland, Georgia did not benefit from EU funds for the 
modernisation and restructuring of farms and food industry 
establishments. The inflow of foreign capital in a form of 
foreign direct investment was also negligible. 

The Agreement on a deep and comprehensive free trade 
area (DCFTA) between the EU and Georgia, which entered 
into force since September 2014, allowed Georgia to obtain 
duty-free access to the large EU market. This is undoubtedly a 
major facility for Georgian food producers. As a prerequisite 
to obtain access to the EU market, it will still be necessary 
to meet the norms and standards of exported goods which, 
in the case of agri-food products, concentrated mainly 
on sanitary and phytosanitary measures. The association 
agreement provides for mechanisms which are to assist 
Georgian producers in adapting to the EU standards. 


THEORY, METHODOLOGY AND SYSTEMIC PROBLEMS ŁUKASZ AMBROZIAK 
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SUMMARY 

The aim of the paper is a comparative analysis of a 
competitive position of Georgia and Poland in their agri-food 
exports in the EU market. This topic is especially important 
in the context of the Deep and Comprehensive Free Trade 
Agreement between EU and Georgia, which came into force 
in September 2014. The research question is: Do Georgia 
and Poland compete in the same product groups in the EU? 
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To answer this question some indices of the competitive 
position will be used: trade balance, trade coverage index and 
revealed comparative advantages index by Balassa. Trade data 
will be downloaded from UN Comtrade database. The initial 
research results show that Georgia and Poland significantly 
differ in their competitive position in agri-food exports in the 
EU market. However, Georgia has a large potential to increase 
its exports to the UE. 
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SUMMARY 

To provide the population with healthy nutrition is an 
urgent problem of any country. According to experts of the 
World Health Organization, one of the most important factors 
determining the health and well-being of the population is 
healthy nutrition. In the context of growing interest in healthy 
eating, an in-depth study of nutrition practices becomes 
particularly important, as food norms, traditions and habits 
are an integral part of everyday life. 

Healthy nutrition is an actual problem of modern Georgia. 
The nutrition of the majority of the Georgian population 
is unbalanced, incomplete and irregular, therefore, their 
food supply structure remains unsatisfactory. Under the 
current economic conditions, many Georgian consumers 
are switching from natural food products to their cheaper 
substitutes in order to save money. This trend has a negative 
impact on the health of the population as a whole. 

Studying the attitude of consumers towards healthy 
nutrition is the decisive issue of social marketing. In the 
literature of social marketing, much attention is paid to 
researching how modern life impacts on the practice of 
nutrition and what changes occur regarding to the nutrition 
in everyday life. 

Social marketing is the use of marketing concepts in 
a program designed to influence the voluntary behavior of 
target audiences in order to improve health in the society. 
Social marketing is focused on people, their wishes and needs, 
aspirations, lifestyle and freedom of choice aiming aggregate 
behavior change. Social marketing uses traditional marketing 
instruments to promote healthy attitudes and behaviors. 
One of the important factors of changing healthy behavior 
is increasing awareness and knowledge in food labeling 
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among the general public. Most part of the population in the 
world uses the labels on food packaging to make healthier 
choices. For improving the healthy choice of the consumer, 
it is important to get the consumer into the habit of checking 
the label. The ability to choose prepackaged food based on 
information obtained on its label requires knowledge and 
ability to read, understand and interpret information. 

There are many studies about the impact of food labeling 
on healthy nutrition, but such studies have not been carried 
out in Georgian reality. To solve this problem, we conducted 
a marketing research. Qualitative and quantitative methods 
have been chosen for studying and respectively, the study 
consisted of two steps. At the first step the focus group 
technique has been choosing for the qualitative survey and 
hypothesis formulation. In the second step the respondents 
were conducted online and face to face survey through the 
country. A systematic random sampling method was used. 
The research tool we chose a questionnaire that consisted 
of several structured questions. The questionnaire contained 
the information on the consent and confidentiality of the 
respondent, as well the study explanation and the filling 
instructions. A five-point Likert scale was employed. The 
self-administered survey method was used to avoid errors 
caused by the subjectivity of the interviewer. Based on this 
the survey results were analyzed using statistical software 
SPSS for windows. Along with research methodology we used 
variance analysis method — ANOVA. 

In the work, on the basis of variance analysis, is 
established dependencies of the influence of consumer 
awareness about the appointment and requirement of food 
labeling, as well as the reliability of packaging information on 
healthy nutrition. 
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Urgency of the research. Taxes and the tax system are 
the most important issues that concern the society and al- 
ways cause wide resonance. This question applies to every 
citizen, entrepreneur, state budget employee, touches the in- 
terests of all social groups from oligarchs to working pension- 
ers. The topicality of the study of the tax system of Ukraine in 
the conditions of social and economic transformation is due 
to the objective need for a quality tax policy aimed at increas- 
ing social welfare. 

Target setting. The formation of the competitive eco- 
nomic structure of the society requires a fair system of filling 
the budget and trust funds, which must be provided by the 
state tax system. This system should be neutral to business 
and should not reduce the incentives to work for both em- 
ployees and entrepreneurs. Therefore, at the stage when it is 
needed to accelerate the economic development in the con- 
ditions of the integration of Ukraine into the European Union, 
it is particularly important to implement a functioning tax sys- 
tem, which will be adequate to the social and economic con- 
ditions in Ukraine and will correspond with the principles and 
standards of the EU. 

Actual scientific researches and issues analysis. Among 
the foreign authors, who investigated the essence and prin- 
ciples of the functioning public finance and made a signifi- 
cant contribution to the development of the theoretical and 
practical foundations of taxation, we should note James M. 
Buchanan[1],R. Musgrave[1], Stephen Smith [2]. The works 
of contemporary domestic authors V. Andrushchenko [3], Z. 
Varnaliia [3; 4], O. Desiatniuk [5], Y. Ivanov [3; 5], A. Krysovatyi 
[5], M. Krupka [6], |. Lukianenko [7; 8], |. Liutyi [9], L. Sidel- 
nykova [10], A. Sokolovska [111,. Chuhunov[12] proposed the 
approaches to reforming the tax system of Ukraine, howev- 
er, some issues of the functioning of the modern tax system 
need to be clarified. 


Uninvestigated parts of general matters defining. Recog- 
nizing the significant contribution of these researchers to the 
study of theoretical, methodological and practical aspects of 
the formation and functioning of the state tax system, the is- 
sues of improving the theoretical substantiation and practical 
issues of the functioning of the modern tax system, and prop- 
er application of tax instruments for the regulation of invest- 
ment processes remain relevant. 

The research objective. The purpose of the article is to 
highlight the theoretical and practical principles of building a 
tax system of the state in the context of the transformation of 
the economy, to identify the main directions of the improve- 
ment of the Ukrainian tax system and tax instruments for the 
regulation of investment processes in Ukraine. 

The statement of basic materials. After gaining indepen- 
dence, Ukraine began to form a tax system based on the Eu- 
ropean models and tax practices. At the same time, the tran- 
sition from the Soviet command and administrative model of 
economy to the market economy is accompanied by social, 
political and financial problems, which are defined by the 
peculiarities of the country that carries out its own, unfortu- 
nately, extremely slow way of transition. 

The tax system of Ukraine was formed on the basis of 
the need to solve complex social and political tasks caused by 
the post-Soviet heritage — economic problems and burden- 
some consequences of overcoming the Chernobyl catastro- 
phe. Now, there is even an additional burden connected with 
the need to withstand Russian aggression. Therefore, the pri- 
orities of fiscal goals in taxation have always prevailed other 
goals of social and economic development. 

It should be noted that the formation of a modern tax 
system did not manage to avoid errors and problems caused 
by the consequences of the past. With the ability of the tax 
system to provide more than 80% of the revenues to the 
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consolidated budget (see Table 1) the tax collection process 
is organized basing on the old command and administrative 
methods, although somewhat updated due to the technolog- 
ical progress. The authors of the collective monograph “Re- 
forming of the Tax System of Ukraine: Theory, Methodology, 
and Practice” mention that “the Ukrainian tax system is not 
free from the errors and presence of elements that are the 
consequences of the past system" [3, p.39]. 

Among domestic scholars, there is some discrepancy 
in the views on the definitions of "tax system" and "taxation 
system". Thus, the authors of the monograph "Tax Adminis- 
tration in Ukraine: Condition, Problems, Prospects for Devel- 
opment" (2017) state, "If the tax system is the collection of 
taxes, fees, other mandatory payments and contributions to 
the budgets and state trust funds, then the system taxation is 
a wider concept." 

The notion of "taxation system" is understood as the 
set of interconnected and interdependent taxes, fees, other 


Table 1 
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mandatory payments and contributions to the budgets and 
state funds, the principles, forms and methods for their es- 
tablishment, modification, calculation, payment and collec- 
tion, administration and cancellation.” [6, p.14]. And vice ver- 
sa, A. Krysovatyi, [5, p.39] consider the system of taxation as 
the element of the tax system. 

In our opinion, these concepts are identical. The tax sys- 
tem of the state cannot exist without taxes, fees, mandatory 
payments, and state administrative apparatus aimed at exe- 
cuting these tasks (Fig.1). Moreover, the term "taxation sys- 
tem" in the current Tax Code of Ukraine is not used. 

Proceeding from the fact that the scientific definition 
should be a concise expression of the essence of the phe- 
nomenon, and reflect the most significant qualitative char- 
acteristics of the subject, in determining the tax system, we 
propose to allocate the following components: direct taxes, 
fees, mandatory payments, management apparatus and tax 
legislation. These components provide the formation of tax 


The Structure of the Tax Revenues of the Consolidated Budget of Ukraine in 2012-2016, in 9696 


Total tax revenues, including; 80,93 79.94 80,58 71,85 | 83,13 


Taxes on income, profits, taxes on the increase of 
market value, of which 


27,81 28,71 24,65 21,32 | 25,42 


Tax and payment on personal income 15,28 16,29 16,49 15,33 | 17,73 


Rents and fees for the special use of natural 
resources 


Internal taxes on goods and services, of which 


Excise tax on excisable goods (products) 
produced in Ukraine, including a special tax on 
the transactions in alienation of securities and 
derivatives transactions 


Excise tax on imported excisable goods 
(products) imported into the customs territory of 
Ukraine 


3979 | 3725 | 40,37 | 38,23 | 43,08 


Value added tax on goods (works, services) 
| . 8,35 7,16 
produced in Ukraine 


Value added tax on goods imported into the 
territory of Ukraine 


22,81 21,80 23,52 21,28 | 23,18 
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Taxes on international trade, of which 


[Export duty loos 0.02 | oos | 0.06 00౮ 


Source: composed and calculated basing on [14] 
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| Fig. 1. The composition of the tax system of Ukraine | 


relations between different social groups: payers — employ- 
ers, payers — local authorities, employers — central and local 
authorities' bodies, and others. 

Paragraph 6.3. of the Tax Code of Ukraine states, "The 
aggregate of national and local taxes and payments collected 
in accordance with the procedure established by this Code is 
the tax system of Ukraine.” [13]. 

In a broader sense, the tax system is the collection of 
taxes, fees, and mandatory payments, which are set in accor- 
dance with the Tax Code and other legislative acts, and are 
subordinated to the government. 

Each system has a purpose, a task, goals of functioning, 
and specific features that are directed by a certain manage- 
ment system to get the desired result. The purpose of the tax 
system is to mobilize a part of the GDP to the budgets and 
state specific funds, to the disposal of state and local govern- 
ment bodies to ensure the fulfillment of their functions and 
influence on social and economic processes. 

The tax system is managed on the basis of the current 
legislation by the Cabinet of Ministers of Ukraine and the 
Ministry of Finance of Ukraine, to which the State Fiscal Ser- 
vice of Ukraine, the State Treasury Service of Ukraine, and 
the State Financial Monitoring Service of Ukraine are subordi- 
nated. Each body has its own specific functions and performs 
tasks that are in the field of functioning of the tax system. 


The normative legal basis for the functioning of the tax 
system is the Constitution, the Codes, laws, decrees, and res- 
olutions, which establish the legal basis for its functioning. 
At the state level, the following normative acts form the de- 
velopment of the tax system of Ukraine: the Constitution of 
Ukraine, Budget Code of Ukraine (which defines the mech- 
anism for enrollment of tax payments to the budgets), Eco- 
nomic Code of Ukraine, Tax Code of Ukraine, Customs Code 
of Ukraine, Law of Ukraine "On the Collection and Accounting 
of the Unified Contribution for the Mandatory State Social In- 
surance", and others. 

According to the international classification of tax reve- 
nues, the following groups of tax payments are distinguished: 
taxes on profit, income (position 1000); taxes on wages and 
labor (position 3000); property taxes (position 4000); taxes 
on goods and services (goods position 5000); others (posi- 
tion 6000); mandatory payments to the social insurance fund, 
which are treated as taxes (position 2000) [14]. 

The budget classification of tax revenues in Ukraine is 
developed in accordance with the international norms, and 
allows to distinguish the following most important groups of 
tax revenues. For fiscal value in 2016, the first place is occu- 
pied by the group of domestic taxes on goods and services, 
which includes VAT and excise tax; it reached its highest value 
for the last 5 years — 43.0896. The second place is occupied by 
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the taxes on income and profit — 25.42%, 3rd place — by rent 
payments — almost 696. The significant increase in the share of 
taxes on international trade in 2015 was due to the introduc- 
tion of a temporary additional duty on imported goods. Since 
the revenues from the property tax group forms less than 196 
in the income structure, we have not distinguished these rev- 
enues in this table. 

It is worth to distinguish the elements of the tax system 
— taxes, fees, mandatory payments, management apparatus, 
legislation, and tax elements that determine the internal con- 
tent of this financial category. Table 2 identifies tax elements 
according to the current Tax Code of Ukraine. 

It should be noted that tax sanctions are also an import- 
ant element of the taxation, because the lack of control and 
lack of responsibility for timely payment of taxes worsens tax 
discipline. Thus, when studying the mechanism of taxation, it 
is important to understand its functioning by distinguishing 
the main elements of the tax: taxpayers, objects of taxation; 
tax bases; tax rates; tax calculation procedure; tax periods; 
terms and order of tax payment; terms and procedure for re- 
porting about tax calculation and payment. At the same time, 
each tax has its special additional elements, which provide a 
mechanism for the functioning of a specific tax. 


Table 2 


INTERNATIONAL SCIENTIFIC-PRACTICAL MAGAZINE 


The introduction of a simplified system for taxation of 
small businesses — the unified tax as an alternative to the gen- 
eral tax system in 1999 — can be seen as a small step towards 
the development of entrepreneurship in Ukraine. It helped 
to legalize and additionally create thousands of jobs, and 
by drawing from the "shadow" the part of the income of a 
small business, significantly increased the revenues to local 
budgets from the taxation of the activity of newly created en- 
terprises and incomes of individuals-entrepreneurs. Due to 
the inclusion in the unified tax of a fixed agricultural tax in 
2015, its share in local budget revenues in 2016 amounted 
to 10.196. [16] At the same time, in recent years, taxpayers 
have been subject to tax increases for small businesses, since 
tax payments are set as a percentage of the minimum wage 
that the government substantially increased in 2017 and this 
trend continues in 2018. 

At the same time, the positive effects of the simplified 
tax system are undermined by the fact that large taxpayers 
use it for the reduction of the tax burden and do not declare 
a portion of income, by the inability to control the volume 
of transactions, non-transparent system of property, and its 
regressive character with respect to the income of taxpayers. 
A simplified taxation system enables small business entities 


Components of the tax according to Section 1 of the 


Tax Code of Ukraine [11] 


Characteristics of the tax component 


Individuals (residents and non-residents of Ukraine), legal entities (residents and non- 
residents of Ukraine) and their separate units that have, receive (transmit) tax objects 
or carry out activities (transactions) that are the subject to taxation and which are 
obliged to pay taxes and fees. 


Property, goods, income (profit) or part of it, turnover from the sale of goods, 


Object of taxation 


operations for the supply of goods and other objects specified by the tax law, the 


presence of which the tax law associates with the duty of paying taxes. 


Specific cost, physical or other characteristics of a particular tax object to which the tax 
Base of taxation . : oe 
rate applies and which are used to determine the amount of the tax liability. 


The size of the tax revenues per unit of measurement of the tax base: there are 
absolute (tax rate, according to which the tax amount is set as a fixed value for each 

Tax rate unit of measurement of the tax base) and relative (tax rate, according to which the 
amount of tax is set in percentage or multiples to the unit value of the tax base) tax 
rates. 


The procedure for The calculation of the amount of tax is carried out by multiplying the tax base with the 
calculating the tax tax rate with / without applying the appropriate coefficients. 


The established period of time, in accordance with which the calculation and payment 
of certain types of taxes and fees is made. 
Tax period 
The tax period may be a calendar year; calendar semester; calendar three quarters; 
calendar quarter; calendar month; calendar day. 


The term and procedure 
for paying the tax 


The term and procedure 
for submission of reports 
on calculation and 
payment of tax 





The period, which starts from the date of the taxpayer's tax liability for the payment of 
a specific tax type and ends on the last day of the period during which such a tax or 
fee must be paid in accordance with the procedure established by the tax law. 


The tax declaration is submitted for the reporting period within the established 
deadlines to the body of the State Tax Service, inwhichthe taxpayer is registered. 


The tax and customs legislation provides for the taxpayer to be exempted from the 
Tax benefit obligation to calculate and pay taxes and fees, pay less taxes and fees if there are 
certain grounds for that defined by the Tax Code of Ukraine. 


Source: composed basing on the Tax code of Ukraine [13] 
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not only to reduce the tax burden caused by the need to pay 
a numerical list of taxes, but also to protect them against tax 
arbitrariness of fiscal authorities, and to reduce the time and 
effort for tax and accounting reporting. 

Conclusions. The effectiveness of taxation depends to a 
large extent on the level of control over the payment of tax- 
es and the tax culture of citizens. Consequently, promising 
directions of improvement of the tax system of Ukraine can 
be measures aimed at reforming tax bodies, which would be 
guided by the best European models, and organization of ex- 
planatory and educational work with the taxpayers of differ- 
ent age groups. 

The fundamental disadvantage of the Ukrainian tax sys- 
tem is the inequality in taxation, the discretionary use of tax 
rules. The work of the tax service is aimed at those taxpay- 
ers who are easy to verify, while some groups evade tax pay- 
ments. Therefore, some taxpayers carry the excessive tax bur- 
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all. It is worth taking into account the experience of German 
tax officers who constantly inspect big taxpayers, but small 
companies — only one time every 30-50 years. 

For a country with a transformational economy, the im- 
plementation of fundamental principles in the construction of 
the tax system is an extremely difficult task. At the same time, 
in recent years, Ukraine has managed to eliminate certain dis- 
tortions in the fiscal sohere: the achievements can include a 
significant reduction in the single social payment in 2016, the 
introduction of an automatic VAT refund system, and the in- 
troduction of a moratorium on small business audits. 

The theoretical concept of conscious regulation of social 
and economic processes through taxes is to a large extent the 
task for the future and requires the achievement of certain 
temporary compromises regarding the prospects for the for- 
mation of an optimal structure of the tax system aimed at the 
balance of interests of all social groups. 


den, while others — the minimum one or do not pay taxes at 
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SUMMARY 

The relevance of the study of the tax system is due to the 
objective need for qualitatively new instruments of taxation 
influence on economic development. Nowadays, the tax sys- 
tem of Ukraine is predominantly fiscal; since fiscal and oth- 
er functions of taxes are interrelated in inverse proportion, 
their implementation is problematic. Therefore, despite the 
existence of the thorough research of the tax system of the 
state, there is a need to substantiate the essence, objectives, 
principles and criteria of the effectiveness of this complex 
and large-scale process. Exploration of the theoretical and 
practical principles of the state tax system development in 
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the context of the economy transformation, defines the main 
directions of the improvement of the tax system of Ukraine. 
The article specifies the peculiarities of the formation of 
the tax system of Ukraine, considers the components of the 
tax and describes them. It emphasizes the need to control the 
timely payment of taxes and fees. The article determines the 
deficiencies of the domestic tax system, such as inequality in 
taxation and discretionary application of tax norms. The ef- 
forts for the improvement of the tax system of Ukraine should 
be aimed at reforming tax authorities, which should corre- 
spond with the best European models, and at organization of 
educational work with the taxpayers of different age groups. 
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INTRODUCTION 


In order to explain the periodization of demographic 
development, we primarily use the theory of demographic 
revolution formulated by French demographer Alfred Landri 
[Landri A., 1934]. Later, F. Notesten [Notesten F. W., 1944] 
called it the demographic transition and this term was es- 
tablished in the science. The mentioned theoretical model is 
based on the idea of rationalism, the important element of 
which is homeostatism of the regulation of population repro- 
duction (the level of childbirth is ultimately determined by 
the level of mortality), and it generally explains demographic 
development and periodization. 

The classical scheme of the modern type of the demo- 
graphic reproduction, which was formulated by A. Landri, de- 
picts the development of demographic processes according 
to stages. It must end with the stabilization of population. In 
the modern type of evolution of population reproduction A. 
Landri essentially reviews three stages: during the first stage, 
mortality is substantially reduced compared to childbirth, 
which results in the rapid growth of the natural increase of the 
population. In the second stage mortality continues reducing 
and it reaches the lowest figure at the end of the stage. Simul- 
taneously, childbirth begins deteriorating, and the rate of its 
deterioration exceeds that of mortality, the result of which is 
the reduction of the natural increase of population. In the third 
stage mortality increases, this, in turn, is brought about by the 
change of the age structure caused by demographic aging as 
the result of the growth of life expectancy. The reduction of 
the childbirth slows down and by the end of the third stage 
it reaches the replacement level fertility - approximately 13 
per 1000 souls of the population. This must end the process 
of demographic stabilization; the growth of the amount of the 
population must cease and remain at a single permanent level. 
It is true that A. Landri did not discuss the stage after the third 
stage of the modern type of population reproduction, but he 
thought that the tendency of the reduction of childbirth could 
cause the regress of population in the future and ultimately, 
even the death of civilization [Landri A., 1934]. 

During two hundred years, against the backdrop of the 
realization of the first three stages of the modern type popu- 
lation reproduction, stabilization of the natural movement of 


the population at the zero level was not observed in any devel- 
oped countries for a long time. Consequently, the third stage 
was followed by the process of depopulation. Therefore, the 
theory of demographic transition, which he formulated in the 
later years, underwent a certain transformation according to 
the views of various scientists. The majority of demographers 
think that the newest, so-called "civilized type" of population 
reproduction is starting to take shape at a modern stage. This 
type of population reproduction is characterized, on the one 
hand, by a low level of childbirth and mortality, and on the oth- 
er hand, by qualitatively new age structure of demographically 
aged population [Riley N.E., 2003;Population...2001; Ivanov S., 
2002]. However, with regard to the newest type of population 
reproduction, A. Landri's concept remains the only one yet to 
be confronted by other similar competitive theories. 

According to the opinion of S. Ivanov, the expert of UN's 
population fund, the countries of the world are in different 
stages of demographic transition and in some of them the 
demographic transition has reached its end. He believes that, 
based on the concept of the demographic transition, on the 
upper level of childbirth and mortality the era of quasi-equal- 
ity gradually comes to an end in the world's population. It 
is replaced by a new stage of equality on the low level of 
childbirth and mortality, which unlike the former era's young 
structure of population, is mainly characterized by aged pop- 
ulation. The countries that have already undergone the de- 
mographic transition have long since witnessed the reduction 
of the total rate of childbirth just under 2.0 and those coun- 
tries that are defined by curtailed reproduction of genera- 
tions went from 13 to 66 in the period of 1970-2002. 

With regard to the finish of demographic transition, we 
think that the existing demographic situation in Georgia must 
be attributed to the intertype period transitioninig from the 
modern to the newest type of the population reproduction, 
which is succeded by the so-called civilized type of population 
reproduction. We will discuss the modern type of Georgian 
population reproduction and its stages in light of demograph- 
ic system's modernization. 


* xX xX 


The subsystem of demographic relationships, as the rel- 
atively independent subsystem and factor for the develop- 
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ment of the whole societal system, has the basic and specific 
laws for its own development. Each of these laws, on the one 
hand, objectively determines functioning and place of the 
mentioned subsystem in the whole societal system; on the 
other hand, it is mutually dependent on the development 
laws of other subsystems in the whole societal system. Con- 
sequently, without grasping the essence of the laws of the 
subsystem of demographic relationships and understanding 
their interaction with the laws of other subsystems in the 
whole societal system, it is virtually impossible to assess de- 
mographic development correctly and effectively. 

In some demographer’s [Vishnevsky, 1976] whole sys- 
tem of societal relationships, qualitative renewal of the sub- 
system of demographic relationships transpires spontaneous- 
ly and momentarily and it does not have the transition period 
of qualitative change. To represent the subsystem of demo- 
graphic relationships with momentary qualitative change is 
unacceptable to us not only its newly-formulated type but 
also in its stage. It is necessary to research its transformation- 
al process in the form of transitional period which, to say the 
least, has barely been studied and, therefore, it is important 
to know how the process happens, in what conditions and 
at which stage essentially which factors (global and/or local 
together with internal and external) determine its transfor- 
mation. 

The development of population reproduction type, 
during long periods of time, transpires in the form of stages 
with the backdrop of its qualitative changes. Once the de- 
velopment of the population reproduction type reaches the 
culmination, qualitative renewal of the demographic system 
becomes crucial, which, in turn, is naturally followed by the 
formation of a new population reproduction type that is com- 
pletely different from the predecessor in terms of qualitative- 
ness. This process requires some time and basically transpires 
between the logically existing transitional period of the last 
stage of the old reproduction type and the first stage of the 
new reproduction type. We do not exclude a chance that the 
intertype transitional period can be developped unnoticed 
(latently) at the end of the last stage of the old type and at 
the beginning of the new type. This period is, at some point, 
hinted at by its drastic nature with the help of demographic 
behavior or with the change of quantitative indicators of re- 
production. 

The theory of demographic transition mainly depicts 
quantitative results of the ongoing changes inside the sub- 
system of demographic relationships and does not provide 
us with the idea of how transformation of other subsystems 
influences ‘rules of play’ of its own components. This is one 
of the setbacks of the mentioned theory. It is not sufficient 
to contemplate about the development of the demographic 
relationships’ subsystem only by taking into account quan- 
titative changes of demostatistical indicators. Therefore, in 
order to better elicit the period and time of a country’s de- 
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mographic transition, it is necessary to analyze qualitative 
changes transpiring during the development (transformation) 
of certain subsystems belonging to the system of societal re- 
lationships. 

Generally, the transformation of the whole societal sys- 
tem and its various subsystems are the requirement of time 
and itis conducted differently. This process can be developped 
in light of simultaneous or successive reform of separate sub- 
systems within the whole system and is largely dependent on 
the global and local events happening all across the world, as 
well as in its specific geographical areas. The severity of the 
latter changes the pace of evolutionary development of the 
whole societal system together with its separate subsystems 
by speeding it up or slowing it down. Consequently, during 
the process of transformation, it violates “old rules of settled 
play” between various subsystems of the whole system and 
in its places establishes “new rules of play”, which, more or 
less, is reflected, during transitional period, in the final result 
of the transformation of each. 

Thus, momentary and spontaneous transition from one 
type of demographic development to the next type, as well 
as from one stage to the next stage is hardly possible. There 
exists, even for a small stretch of time, some transitional pe- 
riod, the length of which, together with other subsystems, 
is determined by the severity of demographic subsystem’s 
transformation. 

In this aspect, sustainable and stable development of 
the subsystem of political relationships in the whole socie- 
tal system is of crucial importance. In a way, it determines 
peaceful and evolutionary character of the development of 
other subsystems, during which it is possible that the pace of 
one of the subsystems (or of several at once) will substantially 
exceed the developmental pace of other subsystems. 

At this time, in light of the qualitative change of the sub- 
systems’ components, we can notice a hidden transformation 
of its subsystems, which against the backdrop of quantita- 
tively stable, insignificant change tendency, is dragging out 
in time and even becomes invisible. In contrast to the men- 
tioned, during the process of radical, drastic transformation 
of the political subsystem, at varying pace, often asynchro- 
nously, separate subsystems and their components undergo 
qualitative transformation which are clearly reflected on the 
quantitative results and can even adopt an undesired tenden- 
cy in the long run. 

As a result of all the above mentioned, we would like 
to emphasize two types of transitional period in terms of 
intertype and interstage population reproduction: latent, or 
closed and obvious or open. 

Criteria for the assessment of the qualitative transfor- 
mation of the subsystem of demographic relationships can 
take various forms at different periods. It is possible they will 
be represented as a whole, complex or only in the form of 
several criteria. This is largely dependent on the severity of 
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transformation in the transitional period, on its forms - la- 
tent or open. Stemming from the range of the transformation 
of the whole societal system, these criteria can take various 
qualitative forms in the transitional period and therefore, 
yield different final result in terms of quantitativeness. De- 
mographic history clearly confirms that after almost all inter- 
stage transitional periods the tendencies of childbirth went 
down and mortality increased. The power of influence of the 
demographic subsystem and its transformation’s global and 
local factors largely determine the sustained character of 
demographic behavior during intertype and interstage tran- 
sitional periods, which, in turn, substantially determine the 
final demographic result. 

Exactly, more or less, different sustained character of 
demographic behavior of population determined varying 
quantitative results of demographic subsystem’s qualitative 
transformation in certain countries during the intertype and 
interstage transitional periods. In some countries, this pro- 
cess resulted in depopulation at the end of 20th century. In 
this regard, by taking into account the impact of the global 
and local factors, we will discuss the periods of Georgia’s de- 
mographic modernization since 1800 until today (Figure). 

The formation of the modern type of population re- 
production in Georgia in our opinion starts supposedly after 
abolishing serfdom in Georgia (year 1864) — a global event of 


the 19th century. Consequently, we deem the period of 1864- 
1880s to be the transitional period from traditional to modern 
type of population reproduction. Our opinion is confirmed by 
the statistical data of that time [Kotrikadze B., 1990: 8]. Some 
Georgian demographers [Khmaladze M., 1994], think that the 
beginning of the modern type of population reproduction is 
30s of the 19th century, whereas according to others [Tsu- 
ladze G... 2002;Kotrikadze B... 1990: 8] the “European type” 
of demographic behavior in Georgia was marked substantially 
early, as opposed to the European part of the Russian Empire. 
These demographers deem 50s of the 19th century to be the 
beginning of the first stage in Georgia and in Armenia and 
Muslim countries the same stage started 100-150 years later. 
Therefore, Georgia always outpaced those countries in terms 
of demographic development. 

Consequently, the first stage of the modern type of pop- 
ulation reproduction continued from 1880 until 1914. In this 
respect, some Georgian demographers, according to the cal- 
culations conducted on the results of 1926 population census 
based on the Bogie’s Quotient, thought that Georgia entered 
the second stage in the middle of 1920s. In this aspect, they 
did not take into consideration the reliablility of demostatisti- 
cal information of that period relating to the 1926 population 
census, as well as the country’s current political, social-eco- 
nomic and the transformation of other subsystems, etc. be- 


Figure. Demographic transition in Georgia during 1800-2050 
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cause of which they were a little inaccurate. We believe that 
the period 1914-1928 was the first interstage transitional 
period that was determined by global (World War |, Revolu- 
tion) and local (industrialization, collectivization and other 
reforms) social-economic factors. The severity of the revo- 
lutionary form of demographic and other subsystems’ trans- 
formation stretched the transitional period from the first to 
the second stage in time (nearly 12-15 years), therefore, we 
must surmise the beginning of the second stage to have com- 
menced around 1928-1930 [Sulaberidze A., 1998: 49-52]. 

The second transitional period from the second to third 
stage of the modern type of population reproduction de- 
spite the impact of the global (World War ll and expansion 
of the socialistic block) and local (political and social-eco- 
nomic reforms conducted after World War II) factors on the 
demographic processes during the second stage (1930-1960) 
compared to other transitional periods, was carried out in a 
relatively peaceful political environment in the form of evo- 
lution. In contrast to this, transitional periods between the 
first and third stages were essentially stipulated by the trans- 
formation of political subsystem and thus, there developed, 
in the whole societal system, simultaneous transformation 
of almost all subsystems. This determined a severe and rev- 
olutionary character of demographic development in the 
second and fourth stages [Sulaberidze A., 2001: 114-117). 
However, after correcting demostatistical information, there 
was expressed a view that: "In the whole, since 1960, correct- 
ing evaluative data of mortality leads us, like the evolution 
of the expected life expectancy, toward new interpretation 
of a general demographic transition during the last 40 years 
(1960-2000)" [Tsuladze G. 2007: 31]. This confirms our opin- 
ion about the second [1960-1965] and the third interstage 
transitional periods [1990-1995]. 

It must be noted that the global and local factors having 
impact on the demographic modernization of the previous 
periods have not inflicted as much loss as the global event 
of 1992 — dismantling of the communist system and togeth- 
er with it, the years of the aftermath of the restoration of 
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Georgian independence and the factors of local character, 
like demolition of territorial unity and drastic social-econom- 
ic problems — did. This period witnessed the unprecedentedly 
high emigrational processes in the history of Georgia, the re- 
sult of which was 1.7 million people leaving the country and 
the broken regime of population reproduction fostered zero 
natural increase and depopulation. 

Carrying out the activities of global and local factors was ex- 
actly the reason why the country faced a rapid cascade of demo- 
graphic modernization since 1992 in a pretty short time (1992- 
2020): first the fourth stage (1995-2005.), and then the period 
between the second types of transition (2005-2020), from the 
modern to the newest, civilized population reproduction. This 
Will be followed by depopulation at the beginning of 2020. 

Regarding the prognosis of Georgian demographic de- 
velopment, as the diagram Figure 1 shows, the newest type 
of population reproduction will be established from 2020. 
During this type, depopulation processes (mortality exceed- 
ing childbirth, natural decrease of population) are expected 
to develop for yet an unknown period of time. 


CONCLUSION 


Therefore, despite the fact that the demographic devel- 
opment of Georgia, in certain periods, since 1800 until today, 
was largely dependent on the external-global and inner-local 
factors, and this violated evolutionary process of the regime 
of population reproduction in the interstage transitional peri- 
ods (except the second period), it has not influenced the evo- 
lutionary development of Georgia's demographic subsystem 
for two centuries until 1992. If we do not take into account 
the fragmentary growth of childbirth in some periods due to 
the external interference (for example: active demographic 
policy in 1984-1992, and the baptism of every third and the 
next successive child by the patriarch in 2007-2011), demo- 
graphic processes in the country, in the mentioned period, 
except after 1992, progressed in light of general demographic 
laws and evolutionary development. 
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SUMMARY 
In accordance with the theory of demographic transi- 


tion, the following article analyzes peculiarities of Georgia’s 
demographic modernization during XIX-XX centuries and at 
modern stage. Peculiarities of the impact of global and local 
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political and social-economic factors on the modernization of 
demographic system are discussed according to the separate 
stages and the intertype period of the modern type of popu- 
lation reproduction. 
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SUMMARY 

Involvement in the world economy makes the economy 
of Georgia and the welfare of its population more dependent 
on the global process and the global market conjuncture. The 
small size of our country’s economy, much greater import 
than export and consumer market satiety with imported 
products increases the risk of dependence on exogenous 
factors. The high level of dollarization of economy, savings 
and credit resourses strengthens the vulnerability of the 
welfare of Georgian economy and its population toward 
global processes. 

Today, more than 70% of consumer market comes 
to imported goods. In addition, Georgia, comparing to its 
neighbouring countries, is far behind by the negative balance 
of trade. In Georgia the number of wage earners out of 1000 
people is twice less than in the United States of America, and 
the purchasing power of average salary is 6 times less than the 
level of the USA and 2 times less, than average global level. 
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The population of Georgia has decreased by 32% 
compared to late 1980s, while the number of employees by 
- 1.5 times, among them employed employees - by 2.9 times. 
The number of migrant workers is more than 1 million and 
most of the mare engaged with the informal and illegal labor 
activities. Georgia belongs to the list of rare countries (if not 
the only), that has more employed citizens abroad than in 
its own country. Taking this into consideration the real level 
of unemployment in Georgia is not 13.9% as declared but - 
about 43%. 

Money transfers from abroad increase the income and 
welfare of Georgian households by 1.3 times. 

Large scale involvement in the world economy has 
not resulted in an adequate change of cost of living and its 
approach to poverty level. Today, the ratio of Georgia to the 
USA by the price of Big Mac is 64%, by the consumer prices — 
39%, by the living cost — only 6.1%. 
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SUMMARY 

The article focuses on the role of FDI in Georgia’s 
economic development. Based on Investment Development 
Path, research shows that Georgia is on the second level 
of its development (see chart 1), which means that inflow 
investments are prevailing on outflow investments and 
the country is still progressing based on non-modern 
technologies based economy. It can largely explain the 
role of the Government of Georgia in the evolution of the 
competitiveness of Georgian enterprises and of Georgia as a 
production location. It also predicts the direction of Georgian 
outward FDI to neighbor countries and highlights the 
relevance of the two-way relationship between inward FDI 
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and the upgrading of the country’s location advantages, on 
the one hand, and with the development of domestic firms’ 
ownership advantages on the other hand. 

Attracting FDI to Georgia is an issue of major importance 
nowadays. Georgia has a lot of advantages to promote its 
economy; however, the small efforts done for the promotion 
of local savings to transform it to the investments is hinder 
the economic development of the country. Foreign Direct 
Investment works as a locomotive to enlarge the transfer of 
technology, skills and access to export markets. It can decrease 
unemployment and increase employment; contribute to a 
higher GDP through higher levels of productivity. 
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630305503360 ൭൮൬൭0൨൯ 61൫00൮6൮൪൨ d3o-3bob, sogob dob 
Pgoenooo. 
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0റ0൦0൦ന൬റ ൦൬൦00൦00). 
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RREEMM (Resourceful, Restricted, Expecting, Evaluating, 
Maximizing Man") [12; 13], @mdgmag deae»obaobs oo 
ds Ab gab 00౧6 dagad ൭൬൭൭00൦000 dobobooogdmgab ൭0൦00000 
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9൫൦൨ dmg, రణర్యిల్తుంగ్ర, ൦0206൦൭൬, bo(0oe»og0»do hodom- 
yomndsoo qo ,bo(00q»030360 ൭൬00000൦ bobgmhme@gdo 
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SUMMARY 

Today it is widely recognized that the economic devel- 
opment is largely determined by the decision taken by eco- 
nomic agents. 

Modern economic science does not provide an unde- 
niable and perfect definition of economic agents’ economic 
behavior and a universally recognized and having no alterna- 
tive model of human behavior is not yet formulated in the 
economic theory. 

Scientists proceed from the different methodological ap- 
proaches and use various characteristics for the development 
perceptions regarding human behavior. 

Despite a large number of scientific schools, directions, 
and divisions of modern economic theory, there is a dominant 
model of human behavior which represents a specific orien- 
tation and comparable model for other economic schools — 
this is the model of Homo Economicus that arose within the 
classical economic theory and was developed by the neoclas- 
sical economic school. This model is considered to be one of 
the founding dogmas of the modern Mainstream Economics 
in which the classical economic theory has reached the high- 
est level of formalization. 

The given article considers the peculiarities and inter- 
connections of orthodox economic theory and Mainstream 
Economics and mentions that along of evolution of their in- 
terrelations the optimization behavior, the principles of min- 
imizing expenses and maximize of a profit still remain to be a 
general methodological approach. 


The modern economic mainstream is based on the fun- 
damental postulate such as methodological individualism 
that is most widely used an analytical method in modern eco- 
nomic science. According to methodological individualism, 
the human behavior is the main indicator of the nature of 
economic phenomena. 

The traditional microeconomic orthodox theory consid- 
ers human beings as independent, associative, selfish, and 
rational species, which have stable and exogenous prefer- 
ences and in every particular moment have full information 
about the current situation and use the information in order 
to satisfy own egoistic interests with a purpose to maximize 
a benefit. 

To define the model of economic men the acronym 
REMM (or «Resourceful, Evaluative, Maximizing Man») pro- 
posed by Karl Brunner and William H. Meckling is used. Based 
on the development of the acronym REMM the acronym 
RREEMM (or ,,Resourceful, Restricted, Expecting, Evaluating, 
Maximizing Man”) was developed. Other models of human 
behavior were developed by a sociologist Siegwart Michael 
Lindenberg. He distinguishes two types of human behav- 
ior and presents them by acronyms SRSM (or “Socialized, 
Role-Playing, Sanctioned Man”) and OSAM (or “Opinionated, 
Sensitive, Acting Man”). 

The human behavior model is a fundamental and systemat- 
ic element for any direction of the modern economic theory. Ev- 
ery economic school develops its own model of human behavior 
that best illustrates this school as a theoretical system. 
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Actuality of the research. Strategic management is 
a key factor of the success of any organization. At what 
degree managers pay attention to strategy formulation and 
its implementation is reflected on a company performance. 
worldwide experience shows, that successful companies 
have clearly formulated the strategic choice so they reach set 
goals step by step. In this way, they get desired results at local 
or international levels. 

Theoretical basis of the work. Literature analysis 
showed that the main field of interest of strategic manage- 
ment is to answer the following question—what causes perfor- 
mance heterogeneity between the competitor organizations? 
(Rummelt, 1994). According to the existing point of view, het- 
erogeneity in the performance indicators can be explained by 
strategic planning process, strategy formulation and the de- 
gree of planning strategy implementation (Minzberg, 1990; 
Parnell, 1997). Therefore, the impact of the above mentioned 
three factors on organizational performance is discussed in the 
following research. The organizational results are measured 
with two mechanisms - “Objective fulfillment” and “Relative 
competitive performance”. The objective fulfillment shows 
how an organization manages to reach its outlined short-term 
or long-term goals, while “Relative competitive performance” 
show the degree of improvement or worsening the company’s 
performance according to sales, profit, market share, etc. 

The scientific novelty of the work. It is estimated, that 
the manufacturing companies’ in Georgia, which are focused 
on a rational and comprehensive strategic planning have 
better results than those putting less emphasis on strategic 
planning. Also, it is empirically proved that the companies 
adopting rational and comprehensive strategic planning in 
Georgia do not focus on the degree of planning the strategy 
implementation. 

Practical value of the work. The research results are 
important not only for those studying strategic management 
issues but for the managers of running enterprises in Georgia 
who try to succeed on a competitive market through the 
strategic planning process. Given study will help managers 
to identify impeding factors in making a strategic choice and 
overcome difficulties arising in this process. 


1. The impact of Strategic planning on 
organizational performance 
Strategic planning process. Strategy formulation rational 
and comprehensive choice is used in this research. This method 
is used by many researchers to explain the phenomenon of 
different performance of competitor organizations. It should 
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be noted, that some works showed positive effect of strategic 
planning on companies’ results. Though, some researchers 
did not find any connection between these two phenomena. 
Besides, the most researchers did not indicate the field or the 
sector of their studies. 

Review of empirical literature. After reviewing the 
strategy formulation models, the choice was made in favor 
of strategy formulation rational choice model. According to 
this method, the strategy should be made with the assistance 
of formal strategic planning and analytical techniques. The 
formal strategic planning is a clearly formulated process 
consisting of the following elements: goal identification, 
strategy formulation and its evaluation (Armstrong, 1982, 
Steiner, 1979; Boyd, 1991). 

Measurements for the strategic planning process. 
Various measurement methods were used by strategy 
scholars. It is seen that those methods defer significantly 
from each other. After the studying several works Boyd and 
Raining-Elliot (1998) revealed incoherence and discordance in 
the process of measuring strategic planning. They identified 
the following indicators: formality, analysis, efficiency, 
comprehensiveness, size, completeness, meaning, rationality, 
goal formulation, observation and analysis, processes, 
factors, systems, clarity, innovation, specifications, abilities 
and strategy. Most of these works characterized the strategic 
planning according to the meaning of indicators and formality 
(Pierce, Friedman and Robinson, 1987) while, other works 
indicated that knowledge and abilities play more important 
role than other aspects (Vencatraman and Ramanujam, 
1987). Boyd and Roining- Elliot (1998) considered the 
strategic planning to be a normative process and identified 
its main indicators: mission statement, tendency analysis, 
competition analysis, long-term annual goals, action plans 
and liquidity. 


2. The degree of planning of strategy implementation 


Strategy Implementation and Performance - Although 
there is significant theoretical and or empirical literature 
available on strategic processes, its implementation process 
has not yet been studied widely enough. According to Noble 
and Mokwa strategy implementation is the most important 
link between a strategy formulation and a firm's performance. 
Nutt has conducted research studying on both the U.S. and 
Canadian organizations. He came to the conclusion that not 
even half of these organizations have fulfilled their goals 
because of the mistakes in the implementation process. 
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Hickson identified eight influential factors on the strat- 
egy implementation process and classified them into two 
groups. The first group factors are based on experience and 
include: acceptability, resourcing, familiarity and specificity. 
The second group factors are based on readiness and include: 
structural facilitation, priority and receptivity. According to 
the authors, companies have only two options in successfully 
implementing the strategy. One is a planned option and the 
other is a prioritized option. Adopting either of the aforemen- 
tioned approaches in the process of strategy implementation 
will make a company’s results better but Hickson based on 
their research findings, has concluded that those companies 
choosing to employ an integrated approach have better re- 
sults in their performances. 


3. Organizational performance 


Performance Measures - The majority of studies use 
a variety of measures, such as non-financial (success) or 
financial. Financial measure comprises such indicators as: 
profit turnover, return on investment, return on capital 
employed and inventory turnover. Non-financial measures 
include innovation and market standing. 

The measures in the success of a firm’s performance 
generally include the bottom-line, and financial indicators 
such as sales, profits, cash flow, return on equity, and 
growth. These factors are important to determine how a 
firm compares with its industry competitors when assessing 
a firm’s performance. With the multitude of competitive 
environments faced by firms in differing industries, knowing 
only absolute financial numbers such as sales, profits, and or 
cash flow is not very illuminating unless viewed in the context 
of how well the firm is doing compared to their competition. 
Therefore, it is important to use an industry comparison 
approach when making firm performance assessments for 
organizations sampled from a wide variety of industries. 

This research is going to adopt the two types of perfor- 
mance measures (objective achievement and competitive 
performance, including financial performance measures like: 
return on assets, return on equity, return on sales end etc.) 
used by many researchers in different combinations. 


4. Research Methodology 


The aim of The Study — The following study is concen- 
trated on researching the strategic planning and strategy 
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implementation processes employed by Georgian based 
manufacturing companies and their impact on performance. 
For this two hypotheses have been formulated. One of them 
tested whether or not there is a link between strategic plan- 
ning and company performance and the other looked at the 
relationship between strategic planning and the degree of 
planning strategy implementation. 

e Hypotheses H1. Rational, Comprehensive strategic 

planning contributes towards better organizational 

performance. 

e Organizations with strong emphasis on strategic 

planning also pays significant attention to strategy 

implementation. 

Research Strategy - The following research undertook 
a quantitative strategy through a deduction approach. 
Hypotheses were formulated from the existing knowledge 
which has been tested using the primary data collected from 
administering the questionnaire. A random sample of the 
manufacturing organizations that were selected for this study 
and the findings that were generalized. Due to the above 
stated reasons, this quantitative research strategy is the most 
appropriate for this study. The hypothesized relationships 
between the variables are tested using appropriate statistical 
techniques in order to assess and model the relationships. 

Survey Instrument - The questionnaire was constructed 
to investigate the relationship between the generic strategies 
and the organizational performance. Already existing 
measures were employed to test the hypotheses mentioned 
in this chapter. The questionnaire was distributed accordingly 
and responses were collected through an internet survey 
tool. However, in some cases (when we did not receive a 
response) we made contact with the intended person and 
conducted the survey over the phone. Only, 12 cases required 
call intervention. The questionnaire was accompanied with a 
cover letter clearly explaining the reason for the research and 
anonymity was negotiated beforehand (Khoshtaria T. 2016). 
The survey instrument was divided into three sections. A 
strategy related question (cost related, differentiated and 
focus), strategy implementation and performance related 
(objective achievement and competitive performance). The 
survey tool contained 50 Likert scale questions. Taking into 
account the number of questions and the fact that top-level 
managers lack time, respondents were allowed sufficient 
time to fill it in. 

Sample Selection and Survey Execution - The research 
population of manufacturing companies for this research has 


Table1. Constructs and measurement scales 


Model Component |Construct 


Source 


Strategic planning Rational planning Nandakumar, Ghobadian and O'Regan (2011) 


Strategy Degree of planning whilst 


implementing 


implementation 


Organizational 
performance 


Objective fulfillment, Relative 
Competitive Performance 


Hickson, Miller & Wilson (2003) 
Nandakumar, Ghobadian and O'Regan (2011) 
Richard and Helms (2006) 


Ramanujam,Venkatraman& Camillus (1988) 
Nandakumar, Ghobadian and O'Regan (2011) 
Richard and Helms (2006) 
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Table 2.Reliability of the scales 


Questionnaire Constructs 


Component 


Strategy 
implementation 
prioritized options 
Objective achievement 
Competitive performance 


Organizational 
performance 


been derived from the database of the National statistics 
office of Georgia. The companies were chosen from D 
(manufacturing) section with 1.5 million of yearly production 
and 50 or more employees. However, the initial number of 
companies in section D is 1750, the research population is 
estimated by the top 455 companies after the aforementioned 
characteristics. The preliminary research suggested that the 
majority of mid-sized, and particularly small companies, do 
not have or maintain any strategic process. 

The questionnaire was sent to all 455 firms and respons- 
es were collected via an internet based survey instrument. 
104 responses were obtained, which is 24 more than the 
sample size intended. The response rate for this survey was 
calculated according to Sunders 61 estimated by 22.85 % 
which is acceptable for business researches. 

Sampling Techniques - According to Salant and Dillman 
for business research studies the minimum sample sizes can 
be estimated at 95% confidence level and +/- 10% sampling 
error. Consequently, a simple random sample of 455 
organizations was generated, which consists of 80 companies. 
The contact information about 455 manufacturing companies 
was inquired from the National statistics office of Georgia and 
was received within 7 working days. 

Reliability and Validity of the Measures — Reliability 
assesses the degree of consistency between multiple 
measurements of the variable. Mainly, there are two methods 
used in empirical studies, which are: test-retest reliability and 
internal consistency. The internal consistency approach is the 


Degree of planning strategy 
implementation (planned and 





Reliability 
Coefficient 
Cronbach’s Alpha 


Strategic planning Rational planning 
e 0.89 e 0.85 


Cronbach's Alpha 
of Prior Studies 


most commonly used. This approach assesses the consistency 
between the variables in a summed scale. One method of 
assessing the internal consistency is to test the correlation 
of each item to the summed scale score in order to check 
the correlation significance. Another method is a reliability 
coefficient or Cronbach’salpha which checks the whole scale 
consistency. Cronbach'salpha was used for this study to 
determine the reliability of the scales. According to many 
authors the lower limit of acceptability for Cronbach’s alpha 
value is 0.7, in exploratory research 0.6 is also acceptable. 

Analytical Techniques - Data analysis techniques were 
adopted by this research are those previously used by 
other studies on strategy processes, those are: ANOVA and 
correlation analysis. 


5. Hypothesis Testing 


The aim of this section is to test proposed hypothesis 
based on the data gathered from the survey. 


Strategic planning and organizational performance 


Hypotheses H1. Comprehensive rational strategic planning 
contributes towards better organizational performance. 

Determining variables: according to H1 strategic planning 
is an independent variable and organizational performance 
(which consists of two variables: objective fulfillment and 
relative competitive performance) is a dependent variable. 

Analytical technique: because there is only one depen- 


Table 3. correlation coefficient between strategic planning, objective fulfillment and relative competitive performance 


Objective fulfillment 1.000 





1.000 


** Correlation is significant at 0.01 level (two tailed) 


Table 4.Regression model summary (objective fulfillment) 







RRR Adjusted R? 
5627899 






As it can be seen R2 is 0.476 which means that change strategic planning 
variable causes 47.6% change in objective fulfillment variable. 
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Table 5.Regression model summary (relative competitive performance) 


RJ RR Adjusted R? 


6444 





As it can be observed R2 is 0.415 which means that change strategic planning variable causes 41.5% change in relative 
competitive performance variable. According to bivariate regression and correlation analysis hypotheses H1 is supported. 


Table 6.Correlation coefficient between strategic planning and the degree of planning strategy implementation 


Strategic planning 1.000 


degree of planning strategy implementation 


1.000 





** Correlation is significant at 0.01 level (two tailed) 


Table 7.Regression model (Strategic planning and degree of planning strategy implementation) 





As it can be observed R2 is 0.000 which means that there is no impact of strategic planning on the degree of planning 
strategy implementation. According to bivariat linear regression and correlation analysis hypothesis H2 is not supported. 


dent variable bivariate regression and correlations analysis 
will be used. 

As it can be seen from the table above correlation 
coefficient is significant at 0.01 level. Correlation coefficient 
between strategic planning, objective fulfillment and relative 
competitive performance is 0.690 and 0.644 respectively. 

Also, Bivariate regression analysis was performed in 
order to determine whether or not strategic planning has 
an impact on organizational performance (the analysis was 
performed twice in relation with objective fulfillment and 
relative competitive performance). 


Strategic planning and the degree of 
planning strategy implementation 


Hypotheses H2. Organization with strong emphasis 
on strategic planning also pays strong attention to strategy 
implementation. 

Determining variables: according to H2 strategic plan- 
ning is an independent variable and the degree of planning 
strategy implementation is a dependent variable. 

Analytical technique: because there is only one depen- 
dent variable bivariate regression and correlations analysis 
will be used. 

It is seen from the table that the correlation coefficient 
between two variables is 0.010. also, bivariate regression 
analysis was performed in order to check if there is a 
dependency between variables. 


Conclusion and findings 


This work is focused on the strategic planning process of 
manufacturing organizations in Georgia. Systematic literature 
review lead to the formulation of two hypotheses that were 
tested primary data gathered from the survey. 


Strategic planning andits impact on organizational 
performance. Several theoretical and empirical works, 
published in the leading journals, were reviewed in order to 
observe links between strategic planning and organizational 
performance. Consequently, it was clear that more studies 
need to be performed in this direction. It was found, that 
there is a slight inadequacy between the measurements of 
strategic planning employed by various researches. 

Strategy implementation. It should be pointed out, 
that the number of works on a strategy implementation 
process is very little. Consequently, the number of works 
studying connection between strategic planning and the 
degree of strategy implementation are fewer. However, 
works of Hinson, Miller and Wilson (2003) played significant 
role in the development of strategy implementation process. 
Accordingly, this study will apply their approaches in the 
process of strategy implementation. 

Findings and recommendations. Hypotheses H1. 
Rational, Comprehensive strategic planning contributes 
towards better organizational performance. According 
to the bivariate regression and correlation hypothesis 
H1 is supported. Meaning that, companies with focus on 
rational and comprehensive strategic planning have better 
performance indicators, those less focused on mentioned 
process. Accordingly, executives should be engaged in 
strategic planning process. 

Hypothesis H2: Organizations with strong emphasis on 
strategic planning also pays significant attention to strategy 
implementation. Bivariate regression and correlation of 
hypothesis H1 did not support it. Manufacturing companies 
focusing on strategic planning pay less attention to the degree 
of effective strategy implementation planning. 
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SUMMARY 

Actuality of the research. Strategic management is a 
key factor of the success of any organization. At what degree 
managers pay attention to strategy formulation and its 
implementation is reflected on a company performance. The 
worldwide experience shows that successful companies have 
clearly formulated strategic choice so they reach set goals 
step by step. In this way, they get desired results at local or 
international levels. 

Theoretical basis of the work. Literature analysis showed 
that the main field of interest of strategic management is to 
answer the following question — what causes performance 
heterogeneity between competitor organizations? (Rum- 
melt, 1994). According to the existing point of view, hetero- 
geneity in the performance indicators can be explained by 
the strategic planning process, strategy formulation and the 
degree of the planning strategy implementation (Minzberg, 
1990; Parnell, 1997). Therefore, the impact of the above 
mentioned three factors on organizational performance is 
discussed in the following research. The organizational re- 
sults are measured with two mechanisms — the “Objective 


fulfillment" and "Relative competitive performance". The 
objective fulfillment shows how an organization manages to 
reach its outlined short-term or long-term goals while "Rel- 
ative competitive performance" shows the degree of im- 
provement or worsening of company's performance accord- 
ing to sales, profit, market share, etc. 

Scientific novelty of the work. It is estimated, that the 
manufacturing companies' in Georgia, which are focused 
on a rational and comprehensive strategic planning have 
better results than those putting less emphasis on strategic 
planning. Also, it is empirically proved, that the companies 
adopting rational and comprehensive strategic planning in 
Georgia do not focus on the degree of planning of strategy 
implementation. 

Practical value of the work. Research results are 
important not only for those studying strategic management 
issues but for the managers of running enterprises in Georgia 
who try to succeed on a competitive market through the 
strategic planning process. The given study will help managers 
to identify impeding factors in making a strategic choice and 
overcome difficulties arising in this process. 
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INTRODUCTION 


The main criterion of external instability is considered 
to be a combination of large current account deficit, real ap- 
preciation of the national currency and loss of country’s com- 
petitiveness which ultimately leads to a drop of its income 
(Flassbeck, Panizza, 2008). If the improvement in competi- 
tiveness leads to a change in the proportions between trans- 
ferable and non-transferable goods the surplus (or reduction 
in deficit) of the current account balance needed to repay the 
debt can be achieved without a decline in real income of the 
debtor country. In this case the loss of market share by the 
creditor countries and the reduction of their competitiveness 
may be observed. 

On the other side, from the debt point of view, as the 
indicator of the external sustainability of the country’s econ- 
omy it should be considered the ratio of its external debt to 
GDP. This indicator measures the level of external debt in re- 
lation to business activity in the country emphasizing its sol- 
vency. 

In general, the external debt should be comparable with 
the size of the debtor country. However, the decisive meaning 
for the external sustainability of the economy has the source 
of country’s income, or rather the source of its income in for- 
eign currency (Wyplosz, 2007). 


Analysis of Recent Research and Publications 


Criteria and indicators of external sustainability of the 
economy and methods of its evaluation are considered in 
papers of W. Buiter, H. Flassbek, J. Horn, S. Nikolaychuk, U. 
Panizza, S. Shumskaya, M. Skripnichenko, T. Tyshchuk, C. Wy- 
plosh, Y. Zhaliloetc. 


Standard indicators do not describe the situation in this 
field accurately enough. In this case, even the ratio of exter- 
nal debt to exports is not an indicator that can be uniquely 
used as an indicator of external sustainability. Since, in the 
presence of a significant export sector, the volume of accu- 
mulated funds in foreign currency may not be sufficient if the 
growth rate of imports exceeds the same indicator for export. 
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For example, International Organization of Supreme Au- 
dit Institutions proposes a number of indicators that measure 
debt levels or interest payments in relation to different sourc- 
es of income of the country or are related to the structure 
of debt (short, medium- and long-term liabilities or fixed or 
floating liabilities interest rates)(International Organization of 
Supreme Audit Institutions). The main ones are the following: 

e the ratio of external debt to exports that reflects the 
level of debt load on exports or the ability to accumulate for- 
eign currency; It is needed to use this indicator in conjunction 
with an indicator reflecting the amount of debt service in re- 
lation to exports, and a ratio that compares non-productive 
expenditures with the volume of international reserves; 

e the ratio of net international reserves to external 
debt that shows how many times external liabilities exceed 
international reserves; This indicator is used together with 
the ratio of external debt to the rhythm of accumulation of 
reserves (shows the number of years required for payment 
of external debt provided the persistence accumulation 
rhythm); 

e the ratio of depreciation to payments on external 
debt - the level of debt depreciation; 

e the proportion of payments on external debt that 
indicates the refinancing of debts with new issues. If the in- 
dicator is more than 100, the country will not refinance the 
existing debt. 


According to International Monetary Fund classification, 
all indicators of external sustainabilityare divided into two 
groups: indicators based on the size of external debt and ones 
based on reserve assets (International Monetary Fund, 2000). 
The first group includes such indicators as the ratio of reserve 
assets to short-term external debt, the ratio of reserve assets 
to imports, the ratio of reserve assets to "broad money". The 
second one includes the ratio of external debt to exports, the 
ratio of external debt to GDP, the average interest rate on ex- 
ternal liabilities, the average maturity of external liabilities, 
the share of external debt, denominated in foreign currency, 
to the total value of external liabilities. 


THEORY, METHODOLOGY AND SYSTEMIC PROBLEMS 


Research Methods 


For the analysis of the external sustainability of the 
Ukrainian economy we selected indicators that are divided 
into five groups (macroeconomic indicators, indicators char- 
acterizing the current account position, indicators character- 
izing the capital account position, debt indicators and indica- 
tors characterizing the influence of the external sector): 


|. Macroeconomic indicators 

. Rate of GDP growth, % 

. GDP per capita, in constant dollars (2010) 

. Gross national expenditures, % to GDP 

. Expenditure on final consumption, % to GDP 

. Public expenditures on final consumption, % to GDP 

. Public deficit, % to GDP 

. GDP deflator, % 

. Indicators characterizing the current account position 

. Current account balance, 96 to GDP 

. Gross investment, 96 to GDP 

. Gross savings, % to GDP 

. Real effective exchange rate (2010 - 100) 

. Exports of goods and services, 96 to GDP 

. Imports of goods and services,96 to GDP 

. Irade balance, 96 to GDP 

. Changes in terms of trade, national currency 

. Share of high-tech products in total exports, 96 

IIl. Indicators characterizing the capital account position 

. The ratio of net direct investment to GDP, 96 

. The ratio of portfolio investment to GDP, 96 

. Ratio of net foreign assets to GDP, 96 

. Differential of interest rates, 96 

. The ratio of reserve assets to imports, months of import 

. The ratio of reserve assets to the total external debt, 96 

. The ratio of reserve assets to short-term external debt, 96 
8. The ratio of reserve assets to "broad money", 96 

IV. Debt Indicators 

1. The ratio of gross external debt to GDP, 96 

2. The ratio of gross external debt to exports, 96 

3. The ratio of the public and publicly guaranteed external 
debt to the budget revenues, 96 

4. The share of external government debt denominated in 
foreign currency in the total amount of external public liabil- 
ities (except for SDRs) 

5. Average maturity of external obligations 

6. Average interest rate on external public liabilities 

7. The ratio of payments for servicing external debt to GDP, 96 
8. The ratio of payments for servicing external debt to exports, 96 
V. Indicators characterizing the influence of the external sector 
1. The growth rate of world GDP, 96 

2. Gross investment, 96 to GDP 

3. Gross savings, % to GDP 

4. GDP deflator, % 

5. World commodity prices index (2005 = 100) 

6. World metal prices index (2005 = 100) 
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7. Index of world prices for agrarian products (2005 = 100) 
8. Index of world prices for energy products (2005 = 100). 


When analyzing the external sustainabilityof the econ- 
omy, also the threshold values of the indicators should be 
taken into account. The thresholds of indicators depend on 
many factors such as level of development of the country, the 
availability of capital markets, the cost of servicing external 
debt and others. 


Instead of applying non-transparent (country policy and 
its institutions, developed by the World Bank (CPIA) (Wyplo- 
sz, 2007) and generalized threshold levels, it is more correct 
to calculate the individual threshold levels for each country, 
for example, based on the method described in (Internation- 
al Monetary Fund, Policy Development and Review Depart- 
ment, 2002). 


In this research we calculated the threshold percen- 
tiles for the indicators of the external sustainability of the 
Ukrainian economy based on the method described by Kar- 
markar and Vani (Karmarkar, Vani, 2014) using the signal 
approach (Goldstein, Kaminsky, Reinhart,2000), (Kaminsky, 
Lizondo, Reinhart, 1998), (Kaminsky, 1998), (Kaminsky, 1999), 
(Kaminsky, Reinhart, 2000). 


So, thresholds for each external sustainabilityindicator 
are calculated as follows: 


A+B 


n 


a=l 1) 


A+B - is the number of correct signals of the 
indicator; 


N -is the number of observations. 


The results of threshold percentiles calculation are given 
in Table 1. 


In the research the signal approach also is used to cal- 
culate the probability of instability with respect to external 
perturbations. Due to this approach each indicator signals 
the emergence of instability regarding external disturbances 
that reflects in the growth of the current account deficit, the 
growth of external debt and exports to GDP ratios, a decrease 
in the ratio of reserve assets to imports, an increase in the 
ratio of exports and imports of goods and services to GDP 
and so on. 


To identify periods of gross domestic product deviation 
from the long-term trend it is calculated deviations (negative) 
of gross domestic product from potential level using the Ho- 
drick-Prescott filter. 
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Thus, based on the signal approach, to identify the cor- 
rect signaling from each indicator the noise/signal ratio is cal- 
culated: 


B A 
——— / —— (2) 
B+D A+C 


A - is the number of correct signals in the case of a devi- 
ation from the long-term trend; 

B - is the number of correct signals in the absence of a 
deviation from the long-term trend; 

C- is the number of false signals in the case of a devia- 
tion from the long-term trend; 

D - is the number of false signals in the absence of a de- 
viation from the long-term trend. 


Results 


The results of the noise-signal ratio calculations showed 
that 21 indicators have noise-signal ratiosthat are less than 
one, but with quite high values (Table 1). In particular, the 
lowest value of this ratio is observed for gross national ex- 
penditures at the level of 0.20, the most one - for world metal 
prices index with the value of 0.94. Analyzing data on indica- 
tor signals, there is a tendency for more accurate identifica- 
tion of volatility since 2008. Therefore, all proposed indica- 
tors will be used for further analysis. 


Inturn, the probabilities of instability underthe condition 


of a signal from the indicator y) +B and without 


it ly vp 4B4C4D were calculated. 
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The results of calculations are given in Table 1. 


For the majority of indicators, the probability of instabil- 
ity under the signal from the indicator is high enough and ex- 
ceeds 50%. The probability of instability without signal from 
indicators exceeds 50%for all indicators except one (reserve 
assets to imports ratio with probability value of 0.45). In par- 
ticular, the lowest probability of instability under the signal 
from the indicator for the ratio of net external assets to GDP 
is 0.14, the largest - for gross national expenditures as a per- 
centage of GDP - 0.90. 


In addition, for each of the five groups of indicators, the 
average probabilities of instability with the signal from the 
indicator and without it are determined (Table 1). In turn, the 
general probabilities of instability under a signal from the in- 
dicator and without it are 0.633 and 0.634, respectively. 


Conclusions 


Based on the signal approach, the threshold percentiles 
that are inherited to national economy, probabilities of insta- 
bility due to external disturbances and the noise-signal ratio 
for each indicator of external sustainability for the Ukrainian 
economy are calculated. 

The noise-signal ratio for 21 indicators are quite high. 
Nevertheless, identification of the volatility since 2008 
demonstrates good accuracy. 

For the majority of indicators the probabilities of insta- 
bility due to the signal from the external sustainability indica- 
tor and without it exceed 50%. 

The average probabilities of instability under the condi- 
tion of a signal from indicators and without it for each of the 
five groups of indicators and the indicators’ system in a whole 
are quite high and exceed 0,6. 


Table 1. Results of calculations of threshold percentiles, noise-signal ratios and probabilities of the occurrence of unsus- 
tainable external perturbation for indicators of the external sustainabilityof Ukrainian economy 


No 
Indicator 
n/n 


Macroeconomic indicators 
-— Rate of GDP growth, % 65,21 


Gross national expenditures, ?6 to GDP 
Expenditure on final consumption, 96 to 
GDP 


5 Public expenditures on final 
consumption, 96 to GDP 


6 | Public deficit, % to GDP 


Threshold 
percentile 





Probability of 
instabilitygiven 
the signal from 

indicator 


Probability of 
instability(unc 
ondi-tional) 


പട്‌ 88 — 
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61,90 


GDP deflator, % 


|__| Average probability of instability 
92 


| | 07 | 066 | 
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Il. Indicators characterizing the current account position 


Current account balance, % to GDP 
Gross investment, % to GDP | 892 | 059 | 075 | 064 | 
Gross savings, % to GDP | 48 | 036 083 | 064 — 
| 4 | Real effective exchange rate(2010=100) | — 4782 — | 156 | 050 | 061 | 
Exports of goods and services, ?6 to GDP | | 56 | 148 | | 050 | 064 | 
[ 6 | imports of goods and services %toGDP_ | 52 | 127 | os | os — 

Trade balance, % to GDP 0 | 203 | — 047 | 064 | 


currency 
Share of high-tech products in total 57,89 0,63 0,63 
exports, 96 


|__| Average probability of instability പ്‌ a 


Indicators characterizing the capital account Boston 


| 3 | Ratio of net foreign assets to GDP, % | — 50 | 8 | 014 | 057 | 
| 4 | Differential of interest rates, %  — | — 3913 | 091 | 071 | 070 | 


5 Ratio of reserve assets to imports, 65,21 0,21 0,80 0,45 
months of import 
Ratio of reserve assets to the total 62,5 0,61 0,73 0,63 
external debt, % 
Ratio of reserve assets to short-term 41,67 0,42 0,80 0,63 
external debt, % 
money", 96 


| | Average probability of instability |. 1| | owo | 062 | 


IV. Debt Indicators 
1 | Ratio of gross external debt to GDP, % 66,67 
2 | Ratio of gross external debt to exports, % 


Ratio of the public and publicly 

guaranteed external debt to the budget 62,5 3,75 0,25 0,56 
revenues, 96 

The share of external government debt 

denominated in foreign currency in the 

total amount of external public liabilities 

(except for SDRs) 


5 | Average maturity of external obligations 


Average interest rate on external public നന്ന 5 3 El കേ 33 os 63 
liabilities 
Ratio of payments for servicing external 

7 
debt to GDP, % 66,67 1,20 0,63 0,6 
Ratio of payments for servicing external 54,54 0,70 0,68 
debt to exports, % 


|__| Average probability of instability Ja 


V. Indicators characterizing the influence of the external socio 


| 1 | Thegrowth rate of world GDP, % 0 | 178 | 050 | 064 | 
| 2 | Gross investment, % to GDP |. 48 2 | — 06 | 064 | 
[ 3 | Gross savings, % to GDP EEE ee Re 
rN നി 0,89 അനന്ത നയ 


= World metal prices index (2005 = 100) ആത്ത | oa | o 
Index of world Phos for agrarian 
,64 
Index of world prices for energy products 
56,52 0,65 
r3 (2005 - 100) 


ട്ട Average probability of instability | ൧063 63 


Source: calculated by authors 
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SUMMARY 

In the paper, the signal system of Ukraine’s economy ex- 
ternal sustainability is considered. For this purpose it is pre- 
sented the Ukraine’s economy external sustainability indica- 
tors system that consists of 40 indicators that are divided into 
five groups: macroeconomic indicators; indicators, character- 
izing the current account position; indicators, characterizing 
the capital account position; debt indicators and indicators, 
characterizing the influence of the external sector. 

Based on the signal approach, the threshold percentiles, 
the probabilities of instability occurrence due to external 
disturbances and the noise-signal ratio for each indicator of 
external sustainability for the Ukrainian economy are calcu- 
lated. 


The results of the noise-signal ratio calculations showed 
that their values for 21 indicators are quite high but less than 
one. Based on analysis of indicators’ signals, there is a clear 
tendency of more accurate identification of the volatility 
since 2008. 

For the overwhelming majority of indicators the proba- 
bilities of an unstable situation arising due to the signal from 
the indicator are high and exceed 50%. The probability of an 
unstable situation occurring without indicators’ signals for 
all external sustainability indicators except one also exceeds 
50%. In addition to it for each of the five groups of indicators 
and the indicators’ system in a whole the average probabili- 
ties of unstable situation occurrence is calculated under the 
condition of a signal from indicators and without it. 
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INTRODUCTION 


Businesses play an important role in meeting the needs 
of society. Although businesses focus on making a profit and 
maintaining their assets, their primary objective is to increase 
the value of the business by maximizing the welfare of their 
shareholders. Businesses need to have a good management 
team and management skills in order to successfully carry 
on their activities. Businesses lacking financial management 
skills are more likely to be faced with financial failure. The 
deterioration of the financial structure poses various chal- 
lenges for the management of the assets of a business. The 
inefficient and unnecessary use of resources disrupts the fi- 
nancial balance. Businesses may have to deal with financial 
difficulties due to lack of funds. For example, lack of adequate 
cash reserves prevents the timely payment of debts, and mis- 
management of cash flow causes disruptions in operations 
because failure to fulfill financial obligations can lead to legal 
and financial consequences. Not only general but also finan- 
cial management skills are necessary to avoid such problems. 
Financial management skills are of significant importance for 
business growth as they play a key role in the preparation of 
new investment projects, combating economic or financial 
crises, predicting possible losses in adverse situations and 
making long-term financial plans. The successful operation of 
businesses, therefore, depends highly on executives' financial 
skills and qualities. 

Businesses have various objectives such as meeting the 
needs of society, fulfilling social responsibilities, making a 
profit, increasing their sales, improving production capacity 
and contributing to the country's economy. Businesses are 
established to pursue a common goal or interest. It is crucial 
for stakeholders that the business is performing to its full po- 
tential and making a profit. The aim of businesses in terms of 
financial management is the maximization of the welfare lev- 
el of their stakeholders, in other words, maximization of the 
enterprise value. Investors expect the business management 
to share the revenue while executives generally prefer to re- 
invest the profit in the business. In this case, the financial ex- 
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ecutive resolves the conflict of interest between the partners 
and the business by making the optimum decision. Business 
management is tasked with responding positively to the de- 
mands of the partners on the one hand and ensuring internal 
financing for new investments on the other hand. The finan- 
cial executive, therefore, has a great responsibility to manage 
the business successfully. 

Such factors as organizational structure and hierarchy, 
executives' personality traits and attitudes, and develop- 
ments in economy and technology affect executives' deci- 
sion-making processes (Cavus & Bicer, 2016: 51). For example, 
individuals with a high level of strategic management com- 
petence have difficulty managing daily tasks (Cavus & Bicer, 
2016: 52). Because while they are able to see what lies in the 
future they are blind to what lies immediately before them. 
Executives' personalities are often reflected in business man- 
agement. Some of the duties of an executive include monitor- 
ing economic and political developments, identifying possible 
risks in advance and taking necessary precautions. Having an 
understanding of financial management requires analytical 
thinking skills and knowledge of finance and economics. It 
is necessary for executives to have financial thinking skills in 
order to perceive, analyze and interpret the results of devel- 
opments in economy. Two of the most important criteria for 
the assessment of the success of a business are sales figures 
and average total assets. Given the fact that the operation of 
a business depends largely on financial transactions, business 
executives are selected from those with financial knowledge 
and experience. However, those business executives end 
up focusing solely on financial transactions and do not pay 
enough attention to other important factors such as human 
resources, production and marketing. There is therefore a 
general presumption that the top executive in the business 
management hierarchy should be not only the CEO but also 
the CFO. 

The aim of this study is to demonstrate the role of 
top-level finance executives (CFO-Chief Financial Officer) in 
business management. To this end, the concepts of Chief Ex- 
ecutive Officer, Chief Financial Officer and Finance Organiza- 
tion were defined and discussed, and "Dual Leadership: CEO 
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and CFO” model was applied. The final section of the study 
presents the conclusions and evaluations. 


1. Chief Executive Officer (CEO) 


Individuals working together to achieve a common goal 
need to be organized and managed in order for a business to 
achieve its own goals (Oztekin, 2005: 78). Depicted as a pyr- 
amid, management consists of three levels; “first-level man- 
agement,” “middle-level management” and “top-level man- 
agement” (Mucuk, 2014: 133). The top-level management 
includes top executives such as Chief Executive Officer (CEO), 
chairman and members of the board of directors, general ex- 
ecutive and assistant general executives. The CEO, therefore, 
has an important role to play in the making and implementa- 
tion of business decisions. The CEO can also be thought of as 
the executive in charge of positions where strategic business 
decisions are made (Boal & Hooijberg, 2001: 517). Long-term 
strategic plans are made by the CEO. The mission (raison 
d’étre) and vision (objectives) of a business are determined 
by the CEO. 

The term CEO is defined in different ways in the litera- 
ture. Some definitions of CEO assign it a managerial position 
below the Board of Directors while some others above the 
general manager (Sutcu, 2008: 20). The CEO is the top-level 
executive of a business. A general executive or a chairman 
can be a CEO as well. It is sometimes an expert executive who 
is in charge of both positions. A CEO is a person, who rep- 
resents the business, makes and implements decisions to en- 
able the business to achieve its objectives, follows the latest 
developments closely and takes responsibility for the success 
or failure of the business (Sutcu, 2008: 20). A CEO is also a 
professional executive in charge of execution. The chief re- 
sponsibility of a CEO is to develop effective strategies that will 
enable the business to achieve the goals and objectives set 
by its vision and mission, and to implement those strategies 
to protect the interests of the shareholders (Dogan & Karayel, 
2016: 367). 

The CEO position in an organization is not defined by law 
but by the power vested in him/her and other executives’ po- 
sitions. In developed economies, the concept of CEO refers to 
the head of “executive.” The CEO is the head of all managers 
who have executive powers and the highest level of authori- 
ty, after the board of directors. The CEO manages, leads and 
coordinates the executive management. The CEO represents 
the executive under the supervision of the board of directors 
and accounts to the board of directors on behalf of managers 
(Altay, 2016: 2). 

A good executive should have technical knowledge and 
experience, a sense of responsibility, high self-confidence and 
critical thinking skills, and be tolerant, fair, objective, sociable, 
persuasive, strong-willed, respected and a person of action 
and a risk-taker, and capable of making his/her subordinates 
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feel what he/she intends to do before he/she does it (Mucuk, 
2014: 135). Especially senior executives and CEOs take initia- 
tives to make various decisions that have vital priorities for 
the business, and should, therefore, anticipate the risks and 
rewards before making those decisions. 

The widely accepted view is that the duty of a CEO is to 
increase profits and provide economic contributions to the 
company by making use of positive externalities and eliminat- 
ing negative externalities (Ulusoy, 2018). It is short- sighted 
for businesses to base their mission only on profit. Businesses 
should, of course, make a profit, however, profit should be 
“evidence of a job done right” rather than a common goal. 
Therefore, things should be going well in a profitable business 
and the CEO's main task is to make sure that things go well. 
Businesses have many stakeholders other than their share- 
holders: customers, employees, suppliers, trade unions, the 
state, non-governmental organizations, public opinion, finan- 
cial institutions etc. Expectations from CEOs have increased 
with the changing understanding of business management in 
recent years. CEOs are accountable not only to shareholders 
but also to other stakeholders. CEOs are expected not only 
to realize financial goals such as profitability and growth but 
also to achieve such social goals as leadership, inspiration and 
motivation for employees (Aksoy, 2013). CEOs have, there- 
fore, left financial goals aside and focused on other purposes 
in recent years. Under these circumstances, such executives 
as CFOs (Chief Financial Officers) who focus on financial ob- 
jectives are very much needed. 


2. Chief Financial Officer (CFO) and Financial 
Organization 


Financial plans and budgets are taken into account when 
preparing strategic plans. Future investments and financial 
needs, and resources to be allocated for that purpose should 
be determined in advance in strategic plans, for which the 
financial position of the business should also be analyzed. It 
is impossible to manage a business without financial means 
because strategic plans and programs can be put into practice 
by using financial benefits and opportunities (Taskiran, 2007: 
129). Therefore, businesses should establish a financial/or- 
ganizational structure based on financial goals in order to 
achieve their objectives. 

A financial organization is composed not only of fi- 
nance-related departments but also a financial manage- 
ment-oriented organization including a wide spectrum of 
stakeholders ranging from the top management to employ- 
ees in production. Job specifications should provide a clear 
description of how to perform the jobs at the most cost-effec- 
tive and beneficial way. Job specifications should also recog- 
nize the human value of employees and plan how they affect 
the profit and profitability of the business. It is necessary to 
determine in advance the financial goals of the business and 
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the role of employees in achieving those goals. Financial ex- 
ecutives adopt a finance-oriented approach when preparing 
the strategic plans of a business. Since the financial executive 
has full knowledge of the financial position of the business, 
he/she can supply in advance the assets and resources re- 
quired to achieve the future goals. The finance-oriented man- 
agement approach should be adopted for all business staff. 
The financial executive works to maximize the wealth level 
of partners resulting in the improvement of the market value 
of the business. Therefore, the financial executive uses the 
financial organization of the business and performs all nec- 
essary tasks to maximize the values of the business (Ulusoy, 
2017). A financial organization should be established within 
the organization of the business in order to reach the finan- 
cial objectives. In financial organizations, an organizational 
chart should be drawn to show the authorities and responsi- 
bilities of all staff (Tortop et al, 2005: 72-73). For example, the 
organizational chart should specify who, when, and where to 
obtain the funds needed by the business. The management 
of cash, receivables, inventories, debts and securities within 
a financial organization is crucial. 

A dynamic organizational structure should be estab- 
lished together with financial organizations and those em- 
ployed should be suited to the organizational structure. 
There should also be executives who can adapt to changing 
economic conditions and have analytical thinking skills be- 
cause the economy is constantly changing and the large swirl 
of events taking place in the world adversely affects the finan- 
cial and capital markets. This reality requires corrective and 
regulatory measures such as revising the sales, overcoming 
financial crises with the least damage, controlling costs as 
much as possible and, most importantly, getting cost-effec- 
tive loans on the right conditions to avoid financial instability 
because one of the major reasons for financial failure is that 
executives do not know how to deal with financial difficulties. 

The CEO is a senior decision-making body and chief ex- 
ecutive, while the CFO is the senior executive responsible for 
the financial transactions of the business (Okka, 2015: 4). The 
CFO is the executive who represents the financial function 
at the highest level and is responsible for all financial orga- 
nizations and processes. “In short, he/she is the Vice Pres- 
ident of Finance” also known as “the Head of Financial Af- 
fairs” (Deloitte, 2010: 1). The CFO has a more defining role 
in the maintenance and growth of the business and evalu- 
ation of investment opportunities than does the CEO (Jiang 
et al., 2010: 513). Businesses benefit from a variety of fund- 
ing sources to finance their investments. Businesses should 
make sure that investments are financed by funds raised from 
long-term sources which are often low-cost and risk-tolerant 
while the management of working capital should be financed 
by short-term funds because working capital is an important 
element in operating activities. Resource incompatibility in 
cash and similar assets and in the financing of receivables and 
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stocks may cause the activities to interfere or even stop and, 
therefore, financial executives are needed in business man- 
agement. Financial executives raise funds at the most reason- 
able cost and time, and manage the business in accordance 
with the asset and resource structure. Strategic plans should 
be prepared in line with reports and statements from finan- 
cial executives (Franco et al., 2017: 56). If the main purpose 
of a business is to make a profit and grow, then executives 
should prepare strategic plans by taking into account the mis- 
sion and vision of the business and making use of financial 
data. Finance executives, who have an important position in 
the business organization, are generally expected to be at the 
top-level management. A good executive is expected to have 
financial management skills, implement suitable measures to 
mitigate future risks and anticipate potential developments 
in the economy and financial markets. Baxter and Chua 
(2008) found that the CFO’s financial skills had an effect on 
the financial position of the business. Armstrong et al. (2010) 
reported that accounting irregularities are more widespread 
in business managements with CFOs rather than those with 
CEOs. Hoitash et al. (2016) tested whether accountants were 
successful CFOs, and found that they implemented effective 
cost management. 

As business partners, executives become more rational 
when it comes to making decisions and embrace the business 
and make further contribution to increase the business value. 
There are various studies on the effect of managerial owner- 
ship on business value (Unlu et al., 2011: 203). Some studies 
indicate that executives’ partnership in business has a pos- 
itive effect on business value while other studies claim that 
it does not. Chen and Kao (2005: 57) argue that executives’ 
partnership in business can have an impact on business value. 
Executives’ partnership in business improves their motivation 
and, therefore, increases the market value of the business by 
increasing profit and profitability (Jensen & Meckling, 1976). 
A study on the structure of partnership, investments and busi- 
ness value shows that executives’ partnership in business does 
not have an effect on business value, and that business value 
has an effect on partnership structure (Cho, 1998: 103). The 
CFO’s salary is also believed to increase his/her sense of be- 
longing. Duong and Evans (2015) found a positive relationship 
between the CFO’s wage, complexity of the business structure 
and the value of the company in the stock market, but found 
no direct relationship with the CFO’s performance level. 

CFOs have an important role and many duties in the fi- 
nancial management of the business. However, their main 
duties are as follows (Okka, 2015: 9-10): 


e Maximizing the market value of the business, mak- 
ing future projections and preparing financial plans and 
budgets 

e Determining financing needs and getting financing 

e Evaluating investment projects and choosing the 
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most cost-effective and profitable investment projects 
e Coordinating financial decisions with financial units 
e Providing financial instruments to increase business 
value by following financial markets and providing nec- 
essary infrastructure 

e Developing appropriate financial policies to mini- 
mize future risks 


Financial executives have many tasks other than the 
ones mentioned above and play an important role in many 
decisions made by the business management. The coordina- 
tion of financial executives with business executives makes a 
contribution to achieving the objectives of the business. Fi- 
nancial decisions are made at every level of the pyramidal 
structure of management and delivered to business manage- 
ment. Therefore, financial executives make decisions that will 
increase business value at every stage of the operation from 
establishment to liquidation. 


3. Dual Leadership: CEO and CFO Model Suggestion 


Playing an important role in the success of businesses, 
organizational structure affects and limits the activities of ex- 
ecutives and determines the consequences of those activi- 
ties. On the other hand, executives have the power to change 
and determine the organizational structure and processes for 
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their own purposes. Therefore, executives both affect and are 
affected by the organization. In this context, it is necessary 
to determine the most appropriate organizational structure 
for effective management (Kocel, 1999: 113). An effective 
organizational structure facilitates communication between 
subordinates and superiors, and contributes to the success 
of a business by accelerating activities and tasks. In general, 
the main objective of a business is to maximize output with 
minimum input. In order to achieve these goals, the orga- 
nizational structure needs to be established and processed 
in accordance with business objectives and tools, and have 
the quality to serve the aims and objectives of the business 
(Kucuk, 2014: 177; Efil, 2005: 15). The organization of exec- 
utives and employees is based on various criteria such as 
function, product, geography and customer, process, number 
etc. (Mucuk, 2014: 154). One of the most widely used orga- 
nizational structures today is the functional organizational 
structure (Figure 1). In the functional organization structure, 
a business is divided into production, marketing, finance, ac- 
counting, human resources and departments. This type of 
organizational structure increases efficiency and productivi- 
ty depending on the performance of the top management. 
The functional organization structure prevents the waste of 
resources and time by providing specialization of organiza- 
tional elements. Each department built on a function carries 
out similar tasks to which department executives dedicate all 
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Figure 1: Functional Organizational Structure and CEO 
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Figure 2: Matrix Organizational Structure and CEO 


their efforts. The fact that one executive is responsible for all 
of the similar activities ensures the unity of command (Genc, 
2013: 79-80). On the other hand, some businesses imple- 
ment a matrix (mixed) organizational structure (Figure 2). In 
contrast to a classical organizational structure, one subordi- 
nate may be accountable to more than one superior in the 
matrix organizational structure. The fact that there are two 


leaders in the matrix organizational structure jeopardizes the 
unity of command and results in many problems. The matrix 
organizational structure is mostly seen in project organiza- 
tions and based on two different relationships; vertical and 
horizontal. The matrix organizational structure has both ver- 
tical and horizontal relationships while other organizational 
structures have only vertical relationships (Tengilimoglu et 
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Figure 3: CEO and CFO Shared Organizational Structure 
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al., 2014: 139; Mucuk, 2014: 158). The CEO is the top-level 
executive in an organization. Unit production, marketing, 
finance, accounting, human resources, research and devel- 
opment, and public relations executives are subordinate to 
the CEO. Being subordinate to the CEO, the CFO provides the 
information that the CEO needs and affects his/her decisions. 
When the CFO and CEO are jointly responsible for the busi- 
ness, the former mitigates the burden of the latter. 

All lower and middle level executives and the CEO con- 
tribute to business decisions. The CEO is the ultimate deci- 
sion maker and implementer of the decision(s) made. It is 
also necessary to have basic financial knowledge in order to 
make financial decisions. It is therefore not rational for the 
top management to make financial decisions without the 
guidance and advice of financial executives. The functional 
model of CEO and CFO, which is the main objective of this 
study, is given in Figure 3. In this study, a hybrid organizational 
structure was formed using the functional and matrix organi- 
zational structures. 

The model places the CEO and CFO in an equal position, 
which means that there are two executives at the top of the 
business. The two executives are jointly accountable to the 
board of directors. The CFO is responsible for the finance 
and accounting departments and collects all data needed for 
strategic plans and budgets, and shares them with the CEO. 
The CEO should also share with the CFO any information that 
he/she would need. There is a horizontal communication be- 
tween the CEO and CFO. Thus, the two executives make and 
apply decisions together. The two executives need to work 
together in coordination and the board of directors meets to 
resolve any disputes arising between them. The two execu- 
tives are accountable to the board of directors for the imple- 
mentation of decisions in their respective fields. The board 
of directors has the authority to change, cancel or postpone 
decisions made by the two executives. Some might think 
that the CEO and CFO collaborating in management may 
lead to power struggles resulting in various problems. How- 
ever, since problems are resolved by the board of directors, 
the dual leadership structure might make a contribution to 
achieving the objectives of the business. The CEO will need to 
consult with the CFO before a financial decision is made and 
responsibilities will be shared by them, which will terminate 
the autocratic style of leadership in business management. 
Providing CEOs with the opportunity to focus on other objec- 
tives, this model can alleviate the financial responsibility and 
burden that has been placed on their shoulders and enable 
them to be more effective and productive 
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CONCLUSION 


Businesses seek to raise their market value, improve the 
welfare of their partners, increase the sales, profit and prof- 
itability, and ensure the continuity of the business. In order 
to achieve these objectives, financial decisions must also be 
included in management decisions. For this, financial man- 
agement specialists are needed in the senior management of 
businesses, which should include finance-oriented executives 
in their organizational structures to be able to carry out their 
activities in accordance with their objectives. Executives who 
lack financial management skills and business knowledge 
may cause the financial structure of the business to deteri- 
orate gradually. If the financial structure is not rehabilitated, 
the business may soon after go bankrupt. To avoid this fate, 
a dual leadership model is proposed for the management 
structure because not all business executives may have finan- 
cial skills. If the CFO shares an equal position with the CEO, 
the business management can benefit from financial thinking 
skills. The CFO is solely accountable to the board of directors 
and makes and implements decisions together with the CEO 
in order to achieve the objectives of the business. There are 
departments for which each is responsible, which means that 
the dual leadership model is hierarchical (superior-subordi- 
nate relationship) like the functional organizational structure. 
The CEO and CFO are the most competent executives in their 
respective fields. The board of directors ensures harmony 
and coordination between them. The dual leadership model 
also allows the CEO and CFO to detect and correct each oth- 
er’s mistakes. The CFO establishes and implements policies 
necessary for finance-oriented management. The CEO and 
CFO collaborate to achieve the objectives of the business by 
complementing each other’s shortcomings. Facing increasing 
expectations, CEOs have set financial goals aside and concen- 
trated on other objectives in recent years. There is therefore 
a need for CEOs who focus on financial goals and CFOs with 
the same authority as CEOs. With the CFO having the same 
responsibilities as the CEO regarding financial transactions, 
the latter will have fewer responsibilities and be able to focus 
on the other objectives of the business. It is recommended 
that further studies implement and measure the success of 
the dual leadership model in a business. We believe that as- 
sessing the effect of management skills of CEOs and CFOs on 
the financial performance of businesses will contribute to the 
literature. 
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SUMMARY 

The role of administrators on successful operations of 
businesses managementis very high. Ability of management’s, 
attitudes and behaviors, and perspective on financial events 
are closely related to the success of the business. The highest- 
level decision body in the management of the company 
is the CEO. He is responsible for the success and failure of 
enterprise. A failed CEO can cause the business to fall into 
financial difficulty. In that case the manager’s financial ability, 
risk and return balance and management of assets and 
resources are become importance. In order to perform these 
tasks, it is necessary to have CFO as senior manager. For this 


reason, it is developing a dual leadership model to strengthen 
the financial organization structure of the enterprises. CEO 
and CFO in the model are at the top of the organizational 
chart. CFO is responsible for accounting and finance units; 
CEO is for other units. Because the CEO and CFO in the model 
are at the same level, they need to make decisions together. 
If the decisions of the CEO and CFO conflict Executive board 
resolves the problem. In the model, a functional organization 
chart is prepared, and the authority and duties of CEO and CFO 
are defined. In this study, the finance-oriented management 
of enterprises is strengthened, literature is gained a new 
model which name “dual leadership: CEO and CFO”. 
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SUMMARY 

In this work the role and the meaning of regional 
clusters in EU are discussed. It is also said that the clustered 
politics is the new direction in the Politics of the Economic 
development, and also the clustering is very weak on the 
modern level of the Economic development of EU. One 
task is to show the clustering potential in increasing the 
competitiveness both in the country and in the regions. As 
the world practice shows us the cluster approach is not only 
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the mean to reach goals of the industrial politics, (structural 
changes, increasing competitiveness, intensification of new 
courses and etc.) at the same time this is a powerful tool to 
stimulate regional development, which at the end may be 
seen in the trade balance stimulation of the regions, also in 
raising the employment, in budgets of different levels and in 
increasing the salary, in raising the industrial Sustainability 
and competitiveness of the regions. 
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When studying the economic structure of society qual- 
itative and quantitative methods are closely related to each 
other. In particular when analyzing the economic structure 
of society inequality indices such as the (generalized) Gini in- 
dex, the Hoover index, the first and second Theil indices, the 
first and second Atkinson indices and others are used. In this 
article we investigate the relationship between these indices 
and in some cases prove that they can be calculated by differ- 
ent formulas. In addition these indices will be calculated for 
the following countries: Azerbaijan, Armenia, China, Estonia, 
France,Georgia, Germany, Greece, Iran, Israel, Italy, Japan, 
Latvia, Lithuania, Moldova, Russia, Turkey, Ukraine and the 
United States. 

For the economic interpretation of these quantitative 
data, a conceptual, qualitative analysis of economic categories, 
such as a poverty, a middle class, an unemployment, an em- 
ployment, a subsistence level, etc., is needed, without knowl- 
edge of which it is impossible to use these indicators wisely. 

Consider, for example, the poverty and the socialexclu- 
sion. "The poverty" in the European Union in 1975 was defined 
[11] as follows:"People are said to be living in poverty if their 
income and resources are so inadequate as to preclude them 
from having a standard of living considered acceptable in the 
society in which they live. Because of their poverty they may ex- 
perience multiple disadvantages through unemployment, low 
income, poor housing, inadequate health care and barriers to 
lifelong learning, culture, sport and recreation. They are often 
excluded and marginalized from participating in activities (eco- 
nomic, social and cultural) that are the norm for other people 
and their access to fundamental rights may be restricted." 

In 2002, Eurostat proposed a conceptual framework 
for measuring social exclusion (Eurostat, 2002), according to 
which income poverty is one aspect of social exclusion. 
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We believe that on the basis of calculated by us inequal- 
ity indices we can better analyze the economic structure of 
the Georgian society. 

Let us consider the classification of the inequality indices 
based on the axiomatic approach ([3], [10]). Not all inequality 
indices satisfy these axioms; therefore they must be consid- 
ered as reasonable conditions, which must be satisfied by the 
quantitative characteristics under consideration. 

1. The Pigou-Dalton principle of transfers: "Inequality 
indexes should fall with a progressive transfer, i.e., an income 
transfer from richer to poorer individuals; Inequality indexes 
should rise with a regressive transfer, i.e. an income transfer 
from poorer to richer individuals" [3]. 

2. Scale invariance: "Scale invariance requires the in- 
equality index to be invariant to equi-proportional changes of 
the original incomes" [3]. 

3. Translation invariance: "Translation invariance re- 
quires the inequality index to be invariant to uniform addi- 
tions or subtractions to original incomes" [3]. 

4. The principle of population: "The principle of popu- 
lation axiom requires the inequality index to be invariant to 
replications of the original population" [3]. 

5. Decomposability: "In any case, the decomposability 
axiom requires a consistent relation between overall inequal- 
ity and its parts. If the original income distribution y is com- 
posed by, say, n groups, and has an overall inequality I(y) it 
must be that: 


IQ) = wl) +B 


where w, and the "between group" term B depend 
only on subgroup means and population sizes [10]. 
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The Gini coefficient. The Gini coefficient was developed by the Italian statistician and sociologist Corrado Gini ([2], [4], 
[12]) in 1912. It measures income inequality in the society. In generally Gini coefficient is a macro economical statistical char- 
acteristic which shows the degree of stratification of society with respect to the distribution of some good and represents 
the ratio of the actual distribution of this good to an absolutely equality distribution. If the Gini coefficient is equal to 0, then 
the actual distribution is theperfect equality and if the Gini coefficient is equal to 1 then the inequality is maximal. The Gini 
coefficient multiplied on 100 is called The Gini index and it represents a measure of inequality by percents. 

We consider two ways of describing the discrete Gini index: 

1.Using the Lorentz curve; 

2. With the help of a covariance. 

In the first case the Gini indexis defined based on the Lorenz curve.Lorenz curve (the AB curve on the Diagram 1) plots the 
proportionof the total income of the population (y axis) that is cumulativelyearned by the bottom x% of the population(Dia- 
gram 1). The plot of the function y=x thus represents the equality of incomes. Thenthe Gini index is the ratio of the area of the 
figure between the line y=x and the Lorenz curve to the area under the line of equality y=x, i.e. G = S, /Sy ypc = 2S, because 


Sy c 70.5. ద్ర 


y-X 


A 


Diagram 1. Lorenz curve 


Let L(x) denotes the Lorenz curve and S an area of the figure under L(x) , then by Newton-Leibniz formula 
S=[ L(x)d 
i |, (సం 
and consequently 
G=1-2[ Lax: 
7 |, Oe 


In the practice Lorenz curve often is an angled line and it is more convenient to calculate it without using the inte- 
gral calculus. Namely let a p, part of the society(i 21,2,...,n, Py+P,+-..+p, =l)uses a q; part of some goods(; =1,2,...,n, 
q, +4, *...* q, =1) or in cumulative form r. = p, + p, +...+ p, part of society uses s, =q, +q, +...+q; part of goods, i =1,2,...,n 
. Then [2] 


G-1-5,G-rG;t si). 
i-l 
It is easy to show that Gini coefficient satisfies 1, 2 and 4 axioms. 
The Gini index can also be calculated using covariance. The covariance of two random values 
x-(* గం X, ) r (^ Yas 9 Yn 
Pi» br, త్‌ Pn qis ഗാം ലം q, 
is 


cov(X, Y) = EX — E[X (Y — E[Y D] = ഷനി ELX]ELY] 


where E| X |] isan expected value. 
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Proposition1. Let 
മ = Py =.= p, మే. చమ... 


then Gini coefficient may be calculated by the formula 


2 
EQ Cov(q, F'(q)) 


12 
where r)=(4.2..."), 
nn n 





Proof. By definition 
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1 2 - 142+... 1 1 
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n? n 2n n? 2n? 
Since 
2 _ 2n — 
E(q) qtq, ti +g, , 
thereforeg -2 ല്‍ രുമ +2q,+...+nq, -ర్ష = 2( +24, +...+.11q,)—(n+]) | 
E(q) n? 2n? n 


Let us calculate now the Gini coefficient by the Lorenz curve which is the angled line.The figure under Lorenz curve con- 


sists by one triangle and several trapezoids with the same heights. These heights are equal to 1 Then an area of this figure is 
n 


രി. 

H(t FoF ana) (9 മ... ga +4.) = 

= (as Qa, +4,)+(24 +29, +43) +... + (2G, 429, 4.24, +4,))= 
-—(01*2(1-1)q (+20 Dg + (1201-3) 8, 0201 0)a,) = 
-—( e. ee tas gene 
= (14 2(n(q,4 Go t+..+4,4)—-(q,+2q, +...+(n—-Dq,_,)) = 

= മറാം +..4+(n—-l)q,_,))= 


తల్ల = q+ 2q, +...+(n-1)4,-1)) = 
n 


ഷട്‌.) థి)? 
n 


So 


പാപാ. 


n 


n 
Therefore calculating of the coefficient using the Lorenz curve and the variance gives the same results.We have four for- 
mulas for calculating Gini coefficient: 


1) പാമ... € n4,) -(n*) - by the parts; 
n 


2) G -1- Y (7 X, s1) - by the cumulative parts; 


i-l 
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2 
E(q) 


4) G -1-2[ L(x)dx - by the integral. 





3 G- Cov(q, F'(q)) - by the covariance; 


Since it is difficult to find examples of calculating the Gini coefficient in the Georgian economic literature, we calculated it 
for different countries by the distribution of GDP (Gross domestic product). We used World Bank data published in 2016 and in 
2018 (see Table 1).Comparison of our calculations to the results of the World Bank, the Statistical Office of Georgian Republic 
(GeoStat) and the Central Intelligence Agency of the USA shows that the difference between them is palpable (see Table 2). 


Vs =0.8 
5 


88 
S6 

S, S, S» $, S S- 
Georgia 2013 0.021 0.056 0.161 0.315 0.701 
Georgia 2016 0.026 0.067 0.182 0.342 0.564 0.719 
USA 2013 0.018 0.052 0.155 0.309 0.536 0.698 
Russia 2012 0.023 0.059 0.305 0.517 0.678 
Russia 2015 0.028 0.069 0.332 0.547 0.703 
Azerbaijan 2005 10.035 0.084 0.375 0.595 0.743 
Armenia 2013 0.035 0.085 0.211 0.377 0.597 0.744 


Armenia2016 0.033 0.079 0.598 0.747 


Table 1. Distribution of GDP (World Bank) 


Georgia 2013 38.6 39 40.0 46 (2011) 
37.6 (1991) 


Georgia 2016 35.2 365. 40.1(2014) 





Russia 2015 
Azerbaijan 2005 
Armenia 2013 
Armenia 2016 


Table 2. Gini coefficient: Our, Geostat, World Bank [7], CIA of USA [8] 





36.5 
m కా 
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The insignificant difference between the Gini coefficient of Georgia and developed countries is explained by the fact that 
the Gini coefficient satisfies the second Scale invariance axiom. 


SS Gini 
Years - 


< 
വട 


2005 16.6 16.1 19.8 21.4 
2016 32.1 
2016 32.9 
2016 33.8 
2015 35.4 
2015 37.8 
7 2015 39.8 
2015 39.6 
2008 40.9 
10 2016 40.3 
11 2014 40.4 
12 2015 41.4 
13 2015 41.5 
14 2015 42.0 
15 2015 42.7 
16 2014 44.6 
17 | india | 20H 40.3 

18 2003 42.4 


Table 3. Thegeneralized Gini index 


NEN 
EE NN 
MEME 
അത്ത 
L5 
ത്ത 
EE 
അ അ 
അ ഇ 
14 | 
Los. | 
| 16 — 
E UEM 
| 18 





Table 3 shows the results of our calculations of the Gini index and the generalized Gini index of different World countries 
when y =3and v =4. Let us remark that if v 22, then the generalized Gini index coincides to Gini index. 
The generalized Gini index[2] in the notations from 3) is calculated by the formula 


V v-l 
E@ Cov(q,(1-F(q) ) 


where vis the coefficient of an inequalityaversion. Note that ifv=2, then the generalized Gini indexis equal to the stan- 
dard Gini Index G(2)=G because cov(x,1 — y) = -cov(x, y). When the coefficient of inequality a version increases, the general- 
ized Gini index increases too i.e. G(V) is an increasing function of the variable v. 

The Hoover index [6] is equal to the portion of the total community income that would have to be redistributed (taken 
from the richer part of the population and given to the poorer part) for there to be income perfect equality. 

The Hoover index is often called the Robin Hood index. Like the Gini coefficient the Hoover index may be calculated by 
the Lorenz curve. Therefore there exists a correlation between the Gini and Hoover indices. In particular the Hoover index as 
the Gini index satisfies first, second and fourth axioms. 

Proposition 3. The Hoover index is calculated by the formula 





G(v)-2— 


go ss 
2 \E, A, 


i=l 
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otal is the sum of all E; , A, is the number of individuals in i-th quantile, 
Ars is the sum of all A, . The Hoover index is equal to the maximum distance between the perfect equality distribution line 
and the Lorenz curve or to the maximum length of the vertical line segment which connects theperfect equalitydistribution 
line and the Lorenz curve.Then the income will be equalizedin the society if we redistribute the incomes corresponding to the 
figure that finds on the right of this vertical. 


where క, is an income of i-th quantile, E, 


Remark.The Hoover index can be calculated also from formula 








H=~ 
2 


i=l 


where the p; part of the society uses the 4; part of the good. 


Proof.Without loss of generality we may assume that the indices are ordered so that 


E m u^ 


It is clear that if the distribution of the goods is the perfect equality then everyone will get ఈ _ £j, good.Suppose 7 
A, A otal 

is the index such that ప 0 and £ — E, 409 Therefore in order for the distribution to be made perfect equality 

A 4 A 


As Ay sees A, quantiles must be get 


E E. AE E E, AE, u 
കടം A (A TE, 
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AE, A, E, 
p= —E,)+..+t(———E.): 
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E, 
Let us suppose; > ïi}. Any person from the i-th quantile has — good which is greater than £- ri . After balancing each of 


E, LE 
య్‌ ood, and whole quantile lose BE, = p^ ood. 


! e 4, 


So all “rich” persons lose 











eg us Ja SE - జ 
A, 
Since E, - E, therefore 
AE 
BME +E) =- ജ്യ” 
> +E) iL 4 B 








Therefore the Hoover index is equal to 


gh. l4 5 
E, 2 


A E, 








The second part of Proposition 3 is easy. 
Using the resulting formula and based on World Bank data, we calculated the Hoover index for 22 countries (see Table 4). 
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L|] | |GiniwB |Giniour [Hoover |TeilO |Teil1  |Atkins.1 [Atkins.2 - 
16.6 
|  4|Bearus ^ | 2016| 27] 260  188| 0111| 0.115| 0108 0.105 
| 6|Sweden | 2015|  292|  281| 203 0137 0.132| 0123 — 0.128 
8౧03062015  318|  308| 226 0.157 0.158| 0147 0.45 
|  9|pan ൮ | 2008|  321| 310 224 0167 0.161] 0149 0.154 
261536 2012  414| 400) 296 0294| 0268| 0.235 0255 
| 29|Chna (| 2010| 426 40.7 30.3] 0303 0.278] 0.243 0261 


Table 4. Table of Gini, Hoover, Theil and Atkinson indices 





It is believed that the normal value of index is 20 percent. This value is approximately equal to the indicators of Ukraine, 
Germany, Moldova, Japan. In Georgia there should be a redistribution of 28.5 percent of the good, in Russia 29.5, in the USA 29.2. 

The Theil indexis used to measure income inequality, lack of diversity, isolation, segregation, non-randomness, compress- 
ibility, irrigation system, software metrics andother phenomena. It was introduced ([5], [9]) in 1967 by Dutch econometrician 
Henri Theil and is based on the concept ofthe information entropy. 

Compared to the Gini index, the Theil index has the advantage - it is decomposable, i.e. the Theil index is a weighted 
average of inequality within subgroups, plus inequality among those subgroups i.e. it satisfies 5-th axiom. 

There exist two Theil index. For the population of N persons with A; as income of i-th person these indices calculated 
by formulas 


| al xX. X. 
T=—)>|jh=p 
| A 4 


D. AX 
vy x) 


T" 1 + 
where ^ = va is the mean income. |f an income distribution is the perfect equality then the Theil index is equal to O.If 
all incomes are concentrated in the hands of one person, then the Theil index is equal to In N . Sometimes I, is called the 
Theil index and I is called the mean logarithmic deviation. 
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The Theil index is scale invariance also, i.e. it satisfies second axiom and therefore does not change during the time of the 
devaluation. The Theil index as the Gini index is not translation invariance, i.e. does not satisfies the fourth axiom. The Theil 
index satisfies decomposability axiom. 


If the population is divided into J certain G1, നം... ൩ subgroups, N, is the number of persons in G,, x (Y;) is the av- 


erage income of the population(of the group j), 0, = Ni iis the income share of group i and 7(G, jis the Theil index of the 
X 


subgroup G; then the Theil index of the population can be expressed by the formula 
J J 
T = ఏ aT(G)+> o, na, 
j=l j=l X 
We calculated Theil index by Microsoft Excel for some countries based on World Bank data (see Table 4). 


The Atkinson index was introduced in 1970 by British economist Anthony Atkinson [1]. It uses for example by United 
States Census Bureau. The index can be turned into a normative measure by imposing, as in the case of the Gini index a co- 
efficient of inequality aversion € € [0,1] to weight incomes. If € =Q then the society is indifferent to the inequality of the 
income distribution. If € increases then we may conclude that the society is more concerned with the income inequality. 


The Atkinson index is defined as: 


1-2) 
HT 3 

]I-—|—5 y, ° 
wwe 

[== y,| , ൦-1 
HN i=l 


A= , € e[0,1) 


1 N 
where Y; is i-th person's or group income, 159] 22V ond ൧൧15 a mean income of all agents: # © No . 


The coefficient of the inequality a version represents both positive and negative side of the Atkinson index because it can 
not be formally defined, but it is necessary to be guided by general economic and political considerations. 


The Atkinson index can be computed from the Theil index. If £ = 1 and T is the Theil index then 1 — e would be the 
Atkinson index. 


We hope that the values of the inequality indices computed by us will help to better understand the economic structure 
of the Georgian society. 
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SUMMARY 
When studying the economic structure of society 
qualitative and quantitative methods are closely related 
to each other. In particular when analyzing the economic 
structure of society inequality indicessuch as the (generalized) 
Gini index, the Hoover index, the first and second Theil 
indices, the first and second Atkinson indicesand other are 


118 


used. In this article, we investigate the relationship between 
these indices and in some cases prove that they can be 
calculated by different formulas. In addition these indices 
will be calculated for the following countries: Azerbaijan, 
Armenia, China, Estonia, France, Georgia, Germany, Greece, 
Iran, Israel, Italy, Japan, Latvia, Lithuania, Moldova, Russia, 
Turkey, Ukraine, United States. 
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SUMMARY 

Excessive indebtedness, or the “overproduction” of 
credits, is a feature of the modern credit system. Its results 
are commonly encountered in the local, regional or global 
economies. It appears before us as a cause of a severe 
financial and economic crisis. Despite the regulation methods 
using in the modern «mainstream» theory and practice 
to address the existing problems, it is still posing the new 
challenges for the regulatory institutions, beyond the focus 
of which, one main issue remains permanently: how the 
“overproduction” of credits is created in demand economics 
(but not in need economics)on such scarce resources as 
money and savings. 


Over the past few years, in the composition of bank 
loan portfolio of the Georgian banking sector, there has been 
Significantly strengthened and increased the share of loans 
to natural persons, while the share of the local economy in 
GDP is almost non-existent and stays in the low single digits. 
Obviously, the process was observed by the National Bank, 
and based on the theoretical foundations of its functioning it 
has adopted a new regulatory norm. 

The article dwells on studying, the process of the 
“overproduction” of credits and the causes of the causes, as 
well as the main aspects of a new regulation set out by the 
National Bank of Georgia and the expected outcomes, and 
the relevant conclusions have been made. 
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During the recent years following the Crisis of financial 
market in 2008 sufficient materials appeared for the analysis 
of the processes which gave rise to the crisis and the opin- 
ion on how the architecture of global financial market was 
changed. Moreover, the financial market, different from the 
real economy, was significantly recovered and the people, 
involved in the crisis, felt quite well. The exchange index- 
es of many countries mostly have taken out the deduction, 
which they suffered from in summer and autumn of 2008. Of 
course, this situation differs for different countries and index- 
es, however, in general, the financial market is characterised 
with optimistic expectations. However, the strong increase of 
the market was mostly based on the real figures, certifying 
the sustainable rise of global economy, and by expecting the 
new wave of quantitative mitigation from the side of Federal 
Reserve System (FRS), allowing the global exchange markets 
to receive “drug” in the form of the following portion of li- 
quidity. The decision of FRS in November 2009 on procure- 
ment of long-term treasury bonds for 600 billion appeared 
to a signal of the rally for global exchange and commodity 
markets. 

What motivates the financial markets during the last 
years? As multiple researchers state — it is the liquidity and 
only the liquidity. It prevents the markets from crashing upon 
issuance of negative macroeconomic data — the markets are 
redeemed. And on the contrary, in case of occurrence of ad- 
ditional positive news with the “field of economic fights’, it is 
the liquidity that motivates markets for new heights. 


It is interesting that some researchers reject the influ- 
ence of the liquidity of the financial markets. In the recent 
researches R. Darius and S. Radde [Darius, Radde. 2010] try 
to evaluate how really the liquidity manages financial and 
commodity markets. Hence, they give rise to the unexpected 
result regarding the fact that during the last decade, the glob- 
al liquidity influenced not only the commodity and financial 
risks (according to the authors, this influence is insignificant), 
but, in the first place, on the US Real Estate market. The au- 
thors relate the significant growth of prices on US market of 
real estate with the increase of the global liquidity. It must 
be noted that the authors consider the global liquidity. They 
allocate offering money in the countries of G7 and the growth 
of the volumes of gold and foreign currency reserves to the 
latter. 

How can we determine the dynamics of the factors af- 
fecting liquidity? One of such factors includes increasing FRS 
tariffs. Between the dynamics of FRS assets and that of S&P 
index reflecting 90% of capitalization of US exchange market, 
the dependence is clearly observed. 

This is characteristic that, during relatively reduction 
of assets FRS at the US exchange market, lop-sidedness was 
created. The Bulls are unable to raise markets and the Bears 
have no grounds for depression of markets down - the exis- 
tence of liquidity is supports purchasers. 

The current growth of assets of FRS is of unprecedented 
nature, as in absolute, so — in relative scales. This rise has sev- 
eral peculiarities. In the first place, it is related with the abso- 


Figure 1.Correlation of total assets of FRS against GDP. 96 
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lute size of assets. On maximum, these assets reached almost 
2.6 billion US Dollars. On the other hand, the relative share 
of assets of FRS in relation with GDP of USA reached maxi- 
mum values with recession of 1930s in US economy. In the 
third place, the structure of the assets is strongly changed. If 
before the Crisis the assets were basically represented with 
the treasury bonds, today a larger share in the assets is rep- 
resented by the bonds of federal agencies, even commercial 
bills, which speaks of the absolute deterioration of the quality 
of FRS assets. 

The second tour of quantitative mitigation commenced 
in autumn of 2010 foresaw procurement of long-term trea- 
sury bonds, in other words, raising quality of portfolio of Fed- 
eral Reserve System. In the first tour of qualitative mitigation, 
orientation of FRS on procurement of securities of federal 
agencies was directed towards balancing of profitableness 
per each sectors of the market of credit liabilities of the USA 
and the activation of mortgage market. These activities were 
focused on decreasing of profitableness on bills, related with 
hypothecation, in order to mitigate funding opportunities for 
banks, issuing mortgage credits. This, in its turn, gave rise to 
the decreasing the rates on mortgage credits for households. 
Currently, activities of the US regulator oriented towards 
changing the yield of return downward, on “dumping” addi- 
tional amount of liquidity and “pushing out” investors in into 
the risky assets. 

Moreover, it is evident that orientation exclusively on 
the liquidity of the sources from curing financial crisis is char- 
acterized with negative outcomes. The example of Japanese 
mystery, which turned into the lost decade, speaks of the 
danger of long-term recession, getting of US economy into 
the “liquidity trap”, which will give rise to the period of reces- 
sion at the financial markets. Another threat is related with 
the increasing the sizes of the state debt, increasing the face 
value of the market of state bonds, which will give rise to the 
fluctuations at the markets. This is spoken by the situation at 
the market of the state debt of peripheral European states. 
Of course, the situation at the US market is strongly different 
from Japanese one, by the fact that the US market is more 
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flexible, and the market structures occupy larger share on 
it. This allows it rely on more rapid curing of the economy, 
though the dangers are clear. Moreover, sooner or later, in- 
creasing liquidity will give rise to the inflation growth. And 
though this does not take place in the US economy (where, 
on the contrary, deflation moods prevail), in different coun- 
tries (for example, in China), the threat of the growth of in- 
flation proves to be theoretical. This makes the Central Bank 
of China to take real steps on restraining credit activities of 
the banks. 

Ostrich Effect: Dollar and Crisis. During the period after 
the Crisis of 2008, the value of currency market has strongly 
been increased for the dynamics of exchange markets. This 
is the dynamics of currency rates, that became determinant 
for the dynamics of increasing exchange indicators. Under the 
conditions of the crisis, the role of “protecting” assets was 
played by three currencies — US Dollar, Japanese Yen and CHF 
Franc. Each of them has its own background. 

Investors’ interest in US Dollar was caused by several 
factors. In the first place, US Dollar remains to be reserve cur- 
rency. Notwithstanding the entire critics of FRS policy from 
the side of multiple market participants, monetary regulators 
of multiple countries, in case of occurrence of crisis phenom- 
enon at the market, the investors acquire US Dollars. As ear- 
lier, US Dollar remains to be main reserve currency (about 
60%) and basic currency at FOREX market (according to the 
Bank of International Settlements, 84.9% of entire turnover 
of the market fall within US Dollar with the volume of 4 billion 
US Dollars on daily basis, and 39.1% - on Euro). For exam- 
ple, at the end of 1980s, the share of gold in Forex reserves 
fell to the marking below 50%, and the role of US Dollar was 
claimed by other currencies (namely Japanese Yen). What is 
the share of Yen today? It is insignificant. During the last pe- 
riod, the recovery of US Dollar, as the reserve currency, took 
place at the global market. And though during the last years 
the share of US Dollar was decreased in total volume of Forex 
reserves, it still remains to be the currency No. 1 in the total 
structure of Forex reserves of the world. 

Herewith, it will be understood that the volumes of 


Figure 2. Share of treasury bonds and the bonds of federal agencies in total assets of FRS, 96 
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these reserves significantly increasing during the last years 
(according to the first half of 2010, they reached the marking 
of 8 billion US Dollars), make it impossible to perform their 
rapid restructuring in favour of another currency, moreover 
when there is no currency being able to claim the role of glob- 
al reserve currency in the world. 

Herewith, the relation of the dynamics of exchange rate 
of US Dollar against inflow of sources at the market of US 
treasury bonds has been strengthened. R. McCauley and P. 
McGuire [McCauley, McGuire. 2009] counted that the max- 
imum volume of acquisition of US treasury bonds from the 
side of non-residents, fell within the 3rd and the 4th quarters 
of 2008 (Table 1). Out of 363 billion US Dollars, falling within 
US equity market, 323 billion fell within the market of trea- 
sury bonds. Herewith, the discounted bonds were subject 
to maximum demand. Demand on coupon bonds was much 
lower. It is no coincidence that during crisis period at the mar- 
ket of state bonds of the USA anomaly occurred which was 
related with the negative yield at the market of discount trea- 
sury bonds of USA. Negative balance on the acquisition was 
maintained at the market of the agencies’ bonds, corporate 
bonds and shares. At the same time, during this period the 
Significant deduction of official shares of the USA took please 
abroad. This gave rise to the additional demands for US Dol- 
lars from the side of investors, seeking the “safe” haven. 

Still, other markets of state bonds are unable to play 
the alternative role. However, markets of state bonds in Eu- 
rope and Japan are comparable to US market per book val- 
ue. Moreover, from pure quantitative point of view, Japanese 
and European markets stand before US market of state bonds 
(Figure 3). 

Herewith, these markets are not comparable per liquid- 
ity. For example, at the main bond market of Europe — the 
market of German state bonds - the monthly volume of 
trades amounted 500 billion Euros, while the volume in the 


Table 1 
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USA in the amount of 500 billion US Dollars represents the 
average annual value. Before the crisis, the markets of Europe 
and Japan gave way to the US state bonds. Moreover, this is 
characteristic for Japanese market, where the rate of return 
per 30-year bonds did not overcome 2% (compared with 5% 
on US treasury bonds). This gave rise to the fact that there 
almost were no foreign investors at the Japanese market of 
state bonds. If at the developed markets share of foreign in- 
vestors are within 30-70%, at the Japanese market, this share 
during the last year did not exceed 5%. Due to this, we do not 
need to speak about Japanese alternative. Besides this, tak- 
ing into account the high relations of the sized of state debt 
in relation with GDP, the Japanese regulator is not interested 
in rising volatility at the internal market. Inflow of foreign in- 
vestors may give rise to the increasing rate of return at this 
market, which is related with the serious problems of debt 
service. 


Figure 3. Markets of state bonds (% in book value against 
total price of four largest equity market) 
Japan 34% - EU zone 34% - The United Kingdom 5% - USA 27% 
Source: data of central European bank 
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As for the European bond market, though it is compar- 
ative to US market per its book value, though the events of 
2010-2011 showed that this market is extremely segmented. 
The great amount of state bonds of European zone are treated 
on it, however these are the bonds with different credit history, 
different investment rating and different liquidity (Figure 4). 

The events of 2011, showed the thread of segmenta- 
tion of bond market. Herewith, the domains on the bonds of 
separate states in regards with the German state bonds (rep- 
resenting orienteer for the yield in European zone) reached 
critical values. In 2010 and 2011, the market of state bonds 
of “peripheral” Europe is fluctuating. The problems are oc- 
curred in Greece, Portugal, Ireland, and in the autumn of 
2011, in Spain, Italy and France fell under suspicion. Here- 
with, the issue of probability of bankruptcy per such bonds 
and the entity to be responsible (the state itself, European 
Union (though extremely abstractly) or Germany, as the 
strongest country — the locomotive of European integration) 
is arisen. Notwithstanding the fact that the special anti-crisis 
fund has been established and that European states actively 
perform negotiations about the mechanism of overcoming 
such situations all these do not rise the attractiveness of the 
European bond market for long-term investors at all. Until to- 
day, the European financial market remains segmented. Still 
the European zone does not issue European state bonds, thus 
restricting the opportunity for using this market as “reliability 
anchor” during financial fluctuations. 

Moreover, at the same time, under the conditions of 
low interest rates and high level of liquidity at the European 
market, the great volume of short-term portfolio investments 
is made from the side of foreign investors. This is proved by 


Figure 4.Market of state bonds of European zone per book 
value (in 96, against total value) per the issuer-states. 
Germany 21% - Italy 2996 - France 2096 - Spain 7% - 
Austria 396 - Belgium 696 - Portugal 2% - Finland 196 - the 
Netherlands 5% - Ireland 1% - Greece 5% - Malta 0.07% - 
Luxemburg 0.002% - Slovenia 0.1496 - Cyprus 0.29% 
Source: Data of European Central Bank 
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the statistics of the European Central Bank as well. At the be- 
ginning of the autumn of 2010, the European equity market 
fell within 1 billion US Dollars. This is the speculated capital. 
Until Europe in general and the European zone (particularly) 
fail to create adopted rules of issuance, turnover and possible 
(or impossible) default at the bond market of the states of 
the European zone, the European market can compete to the 
market of US state bonds. 

The bond markets of international financial institutes 
are unable to compete with the US market of treasury bonds 
as well. It does not exist. Separate small issues of securities 
do not change the general image. The markets of securities of 
international financial institutes (IMF, and World Bank) have 
not been created. The attempt for creating the alternative 
currency in the form of Special Drawing Rights (SDR) did not 
foresee borrowings of issuance of securities, nominated in 
this currency. Besides this, the issuance of the bonds by the 
international financial institutes, legislative moments occur. 
As in case of issuance of “unified” European bonds gives rise 
to the emerging questions, who will be the issuer, who will 
be responsible for the liabilities per these securities and how 
(which assets) they are guaranteed. 

It must be noted that the direction of the flows per eq- 
uity accounts, as before, so after the crisis, is not changed. 
This is proven by the statistics of International Monetary 
Fund. The countries with the net surplus of trade balance 
and emerging countries remain to be the largest exporters 
of equity. Particularly, Russia is at the 5th place of the list- 
ing. Conversely, the largest importer of the capital worldwide 
is the USA (Figure 5). The main inflow of foreign capital falls 
within this country. Of course, it must be noted that these 
data often depend on the largest transactions at the market 
of merger and acquisition, which may essentially change the 
situation with the cross-border overflow of capital. However, 
in general the balance between the exporters and importers 
are still maintained. 

Besides this, the significantly increased correlation of 
the dynamics of monetary and exchange markets during the 
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Figure 5.Capital share in countries 
export and import 


Crisis period, may be explained with the fact that before the 
autumn of 2008, the significant part of the sources for pro- 
curement of foreign assets fell within US market of institu- 
tional investors. According to FRS, the US investors invested 
about 5 billion US Dollars (according to the accumulated re- 
sult) into the market of foreign shares as of September 2008. 
Closing positions by US investors at the global market gave 
rise to the sharp fall of quotation at the exchange and com- 
modity market and gave rise to the quotation of US Dollar, as 
it foresaw repatriation of profit, which automatically gave rise 
to the escape to US Dollar. 

The dependence of the market and the operations carry 
trade, anticipating borrowing in low-return currencies and in- 
vestments in high-return currencies (for example, in Japanese 
Yen) has been significantly increased and they were placed 
in the high-profitable currencies (US Dollar, Pound Sterling, 
New Zealand Dollar). Herewith, during recent period, Japa- 
nese industries started active participation in the operations 
carry trade at the Japanese market. They invested their sav- 
ings (these are the most (these are the highest savings of 
industries in the world — 14 billion US Dollars) into foreign 
currencies, guaranteeing them at the market of derivatives 
from sharp increase of Yen, against other currencies. Under 
the conditions of the crisis, the closing the positions of carry 
trade took place. This inevitably strengthened the demand 
from the side of the participants of global market on US Dol- 
lar and gave rise to its rise. 

It is an interesting fact that before falling of global finan- 
cial markets, repatriation of return had commenced at the 
Japanese market, which was related with the commenced 
process of decreasing interest rates, making operations carry 
trade ineffective. In its turn, this gave rise to the strengthen- 
ing Yen against other currencies and initiated fall of Japanese 
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exchange market. By the way, the correlation between the 
dynamics of the correlation between US Dollar/Yen and the 
dynamics of exchange market are identified clearer at the 
Japanese exchange market, than at other exchange markets. 
This is greatly related with the fact that the significant part 
of issuers is presented by the exporters, and their financial 
position is significantly depended on the competitive ability 
of national currency. In the event of the significant deteriora- 
tion of strengthening their financial position giving rise to the 
sharp deduction of Japanese exchange market. However, Jap- 
anese exchange market started the deduction much earlier. 
The commenced repatriation of the return made investments 
in Japanese shares uninterested. 

Herewith, under the conditions of the sharp deduction 
of interest rates turn of cash flows took place — many foreign 
financial investors, attracted by low interest rates in the USA 
actively started operations at US market and investing at the 
developed and emerging markets. Many experts even speak 
about the new phenomenon at the market carry trade, when 
US Dollar became the main source of funding. One of the rea- 
sons for rapid recovery of global exchange markets became 
“Escaping from US Dollar" which replaced “Escape from Risk" 
characterising crisis times. 

The sharply increased demand on US Dollar during the 
crisis may be related with the closing of credit positions. The 
significant part of non-American banks before crisis made 
borrowings in US Dollar. The starting fall of national currency 
and decreasing the leverage gave rise to the reverse reaction 
of the markets — the banks were to close actively their cur- 
rency positions. 

The presented analysis show that, due to several rea- 
sons, currently US Dollar keeps playing the role of the most 
reliable asset, the investors are hiding behind in case of dan- 
ger. Surprisingly, this takes place even in the case, when the 
danger comes from the US economy. In this case, actions of 
the investors look like the ostrich hiding its head under the 
sand when frightened. Such conduct may hardly be named 
rational though it has one logic explanation. Before finding 
the alternative to US market of treasury bonds per liquidity, 
reliability and availability at the global equity market the situ- 
ation déja-vu will take place every time, as soon as the global 
financial system faces the following crisis. 

Commodity Market: What Determines the Dynam- 
ics - Fundamental Factors or Demand from the Side of Fi- 
nancial Investors? Another peculiarity includes the strongly 
increased role of non-banking organization at the currency 
market which may include pension, investment, hedge-funds, 
sovereign funds and other institutional investors. The de- 
mand from the side of these institutes is often of conjunctive 
nature and is related with the general situation at the market. 

Calculations, performed by T. Adrian and Kh. Shin [Adri- 
an, Shin, 2008], evidence the fact that the share of financial 
(nonbanking) intermediaries in relation with the banking as- 
sets has been significantly increased during the last 30 years. 

However, authors of the article did not take into ac- 
count the assets of the largest institutional investors at US 
market. Before the crisis, in 2008, the assets of pension funds 
amounted 16 billion US Dollars, assets of investment funds - 
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12 billion US Dollars, while bank assets in the USA amounted 
“totally” 11 billion US Dollars. 

Changing the structure of financial intermediaries gave 
rise to the increase of the demand from the side of finan- 
cial investors at the market during the last decade which was 
expressed in increasing the share of speculators and reduc- 
ing the share of hedgers at the emerging market. It is note- 
worthy that even in the USA opinions appear regarding the 
necessity for reducing influence of financial investors on the 
dynamics of commodity futures, restricting opportunities for 
carrying out operations by them. Leaving evaluation of pur- 
posefulness of such restrictions aside (and we consider them 
senseless and harmful, affecting comparativeness of pricing 
at the market), occurrence of such opinions itself speaks of 
the changing of the structure of investors. However, in any 
case, we may conclude that the influence of financial factors 
on the determination of the price of commodity assets be- 
came essentially higher. 

Several recent surveys reject the significant influence of 
financial investors on the pricing of commodity assets. For 
example, survey of H. Scott and D. Sanders [Scott, Sanders, 
2010], dedicated to the evaluation of the influence of the role 
of index funds in pricing of futures at the agricultural goods 
did not confirm the existence of ties between the dynamics 
of agricultural futures and inflows (outflows) of the resources 
from the side of indexed funds in these dividends. 

Moreover, it must be recognised that taking into account 
only the action of fundamental factors, it is difficult to explain 
the growth of commodity assets. At the global financial mar- 
ket the correlation between the dynamics of commodity as- 
sets and the dynamics of the exchange rate of US Dollar is 
strengthened. 

In many ways, the dynamics of commodity market de- 
pends on the dynamics of currency before the Crisis in 2004- 
2008. A balloon started blowing at the commodity market. 
Specialists from International Settlement Bank [Moanski, 
Health, 2007] speak about the increasing correlation at the 
market of commodity assets. 

The growth of commodity assets had fundamental rea- 
sons. For example, the growth of the prices at four metals 
and energy carriers was explained with the high rates of the 
growth of global economy and especially the growth of de- 
mand from the side of emerging markets. It was emphasized 
that this growth was related with the fact that the capital in- 
tensity and the energy intensity of the emerging economies 
(especially of Chinese one) is a bit higher than in developed 
countries. The demand on agricultural products is related 
with the fact that in the emerging countries the share of 
the middle class has significantly been increased which rep- 
resents the demand on more qualitative and caloric meal. 
During the recent years the growth of this demand was not 
accompanied with the increase of respective offer. Moreover, 
in many developed countries, the absolute reduction of the 
areas for agricultural cultures took place. In case of increasing 
demand on agricultural products should give rise to the sharp 
rise of the demand on products which took place immediate- 
ly before the crisis. 

However, besides the fundamental preconditions in the 
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growth of the demand at the commodity assets the signifi- 
cant share falls within the financial constituent. In this regard, 
the oil market is the most remarkable. No fundamental factor 
can explain the rise of futures on oil from 80 to 147 and fur- 
ther fall to 30. 

It is evident that the speculative balloon was formed at 
the market at the background of decupling expectation, at 
the background of forecasted deviation in the industrial dy- 
namics of developed and emerging markets. This made inves- 
tors search for secure assets, which is considered to be the 
commodity market. Herewith, market of oil futures in view 
of liquidity attracted investors more than other commodity 
assets. In the beginning of 2008, many hedge-funds used ar- 
bitration schemes, using short trades for the shares of finan- 
cial sector and purchasing securities of oil companies. This 
strategy was based on the assumption, on potential growth 
of prices, on energy carriers and decreasing financial market 
under the conditions of mortgage crisis. Under the conditions 
of the crisis and the sharp fall of all markets oil appeared sim- 
ilar to other assets. 

Herewith, commodity assets were being increased and 
fell in the opposing direction compared with the dynamics of 
US Dollar. Impairment of US Dollar pushed commodity assets 
forward. Under the conditions of the crisis the falling interest 
of investors in risky assets and escaping in the quality gave 
rise to the growth of US Dollar exchange rate. Strengthen- 
ing exchange rate of US Dollar and “Escaping to Quality” gave 
rise to sharp fall of price on all commodities and exchange 
assets. Herewith, the restoration of financial markets in the 
beginning of 2009, in particular way is explained with the re- 
covery of the investors’ interests in commodity market at the 
background of impairment of US Dollar (Figure 6). Further 
expectation of mitigation of quantitative figure foresaw the 
strengthening of information moods and growth of demand 
among investors in assets, being capable to protect from in- 
flation. These traditionally include commodity assets. 

S.G. Cecchetti and R. Moessner carry out the researches 
on the subject of how the acceleration of the price growth 
at the commodity assets (energy carriers, metals and food 
products) influenced on the growth of prices in the most of 
the countries [Cecchetti, Moessner, 2008]. As a result, the au- 
thors make conclusions that no sustainable dependence (at 


Figure 6. USD against EUR 
Source: Data from the website www.yahoo.com 
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least, for 10-year period) is being observed. In other words, 
the significant increasing in prices on commodity assets 
during the last 10 years did not bring rise to the significant 
acceleration of inflation in the developed and emerging coun- 
tries (including insignificant exceptions). The indicators of the 
inflation were mostly influenced by the “product” inflation; 
however, this influence was not insignificant. Moreover for 
the most investors the commodity assets under the condi- 
tions of the expected growth of inflation and low interest 
rates (this latter is much more important) are considered as 
asset with the capacity of making much higher profit than 
traditional instruments (mostly at the bond market). This 
determines the interest of financial investors in investment 
into the commodity markets. As we have already mentioned, 
this interest is cycled and is related with the dynamics of the 
exchange rate of US Dollar. Changing the trend at the market 
USD-EUR is considered to be the signal for acquisition or re- 
setting commodity assets. 

The additional factor of strengthening influence over the 
exchange market of other segments of financial market was 
changed in the profitability base of banking sector. During 
the Great Modernization, the structure of banking returns 
has significantly been changed. If in the 1980s, for the most 
of the banks, basis for the item of incomes was commercial 
crediting, today the significant share falls within the different 
crediting and noninterest incomes (including the operations 
at the exchange market). For the banks, mostly in the coun- 
tries with the market model, the share of incomes from the 
operations at the exchange market, not related with the cred- 
iting of corporate sector, has been significantly increased. 
This strengthened the threat for stability of financial markets 
in general and the banking market gave rise to the strength- 
ening the correlation of all segments of the financial market. 

In the recent report of the Bank of International Settle- 
ments regarding conditions at the exchange market [Triennial 
Central Bank..., 2010], published in September, 2010, the au- 
thors speak about the sharp increase in the amount of oper- 
ations at the exchange market from the side of financial orga- 
nizations, not representing the bank-dealer. According to the 
classification of the Bank of International Settlements, they 
include small and middle commercial banks, central banks 
and other financial intermediaries (investment and pension 
fund, hedge-funds etc.). This trend is prevailing at the global 
exchange market during the last decade. New players are ap- 
pearing on it — i.e. hedge-funds, actively participating in the 
extension of the scales of financial globalization, or sovereign 
funds, representing emerging markets, though, there are the 
funds from the developed markets (for example, Norwegian 
Pension Fund) and seeking instruments for investment of 
sources under the conditions of non-development of local 
financial risks. 

People Die for the Metal, or Why the Cost of Gold Is 
Being Increased? The reasons for increasing the demand on 
gold may be explained absolutely differently. For long period 
of time the gold leg behind other assets in dynamics (mostly 
financial). Decreasing the share of gold in FOREX/gold hold- 
ings from 60 to 9%, from 1980 through 2005 was decreasing 
the demand on gold as the investment resource. This gave 
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rise to the fact that during 20 years at the gold market lop-sid- 
edness was observed. However, since 2002, strong Bull trend 
was being observed at the market. At the same time, the in- 
crease in gold may be explained with several factors. 

The first one is related with the impairment of US Dollar 
during the period from 2002 through 2008 (US Dollar against 
Euro fell from 0.8 to 1.6). In this regard, gold played the role 
of any commodity asset, protecting from inflation. Under 
such conditions, the growth of the price on gold was insignifi- 
cantly different from the growth of other commodity assets. 
This is the reason for essential fall of the price on gold from 
the beginning of the crisis. It fell in price by more than 30% 
during half a year. 

However, further the growth was recovered at the gold 
market. The interest of the investors in gold is related with 
the fact that the investors lost faith in paper money. The 
growth of the state debt, increasing the budgetary deficit, 
possible strengthening of inflation expectations gives rise 
to the demand for alternative instruments. Under the con- 
ditions of uncertainty of conjuncture at the global exchange 
spaces, gold is one of the most principle candidates for such 
asset. This is another reason for increasing trend. 

In the third place, characteristic for all commodity spac- 
es, the increasing demand on gold was initiated by low in- 
terest rates and high liquidity. Sharp falls in prices on gold 
in 2004 and 2006 were related with the increasing of inter- 
est rates, which speaks of the fact that the price of gold, as 
no other commodity, strong dependence on the conduct of 
financial investors at the market is seen. In 2008-2010 the 
share of such financial investors in forming the price on gold 
was increased. 

Herewith, as it can be seen in the survey of Sh. Roache 
and M. Rossi [Roache, Rossi, 2009], gold is much different 
of other commodities by its dynamics, which does not only 
has sustainable negative correlation with the dynamic of US 
Dollar, but also in many ways, trend on the gold market is 
determined with the data of American microeconomic sta- 
tistics. In case of worsening the situation in US economy, the 
market interprets these data as the signal for decreasing the 
exchange rate of US Dollar against other currencies and pro- 
voking searching of reliable investments. 

At the same time, returning to the golden standard or 
other versions of building global financial systems around 
the gold. This is related with the low reserves of this metal, 
which may not be able to provide continuous functioning of 
financial and commodity markets, low level in FOREX gold re- 
serves, with the changed structure of financial market. 


CONCLUSION 


Based on the above-mentioned we can come to general 
conclusions. During the crisis the strengthening the correla- 
tion between different financial and commodity markets was 
increased. James Montier (GMO) noted in his survey that the 
correlation between returns of hedge-funds of different styles 
investing into the different financial and commodity instru- 
ments in 2003-2009, was strengthened from 0.3 to 0.9. Still, 
the dynamics of the segments of financial market is signifi- 
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cantly determined by the situation on the exchange market; 
herewith, the main issue for the dynamics of risky and reliably 
assets is still the appreciation of US Dollar or depreciation of 
US Dollar, synonym to which is “Escape from the risk” or by 
increasing “the risk appetite”. This may be explained by the 
maintenance of mono-central architecture of global financial 
system where there is the shortage in reliable high-liquid in- 
struments. This latest allows the maintenance of the function 
King of the Mountain to the function of treasury bonds of US 
market, under the conditions of origination tensions at the 
global financial market and the asset of the last investment. 
During the last period, the architecture of the global financial 
system has not been significantly changed: the misbalances 
remained which rose to the crisis of 2008 and which may be- 
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come the source of new fluctuations at the financial markets. 

We may paraphrase Hegel regarding the fact that the fi- 
nancial markets do not make any challenges from the previ- 
ous crisis. Moreover, the increase in the correlation between 
different segments of financial and commodity markets create 
the potential threat for more global crisis, national and interna- 
tional regulators will be ready for. The architecture of the global 
financial market still suffers from misbalance. Notwithstanding 
large sizes of financial markets, there still is the shortage in in- 
vestment instruments. Strengthening the correlation between 
different markets gives rise to the question on reasonableness 
of diversification. The question on what will take place earlier — 
will the architecture of financial market be changed or will the 
new global financial crisis be commenced? 
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SUMMARY 

The work presents modern tendencies of financial mar- 
kets development, it analyses basic motive powers of finan- 
cial markets after 2008 financial crisis including liquidity, fi- 
nancial risks, fund indicators, etc. The work explains Strau’s 
effect, namely how sharp it is to increase the currency market 
influenced by the dynamic of fund markets. 

The article explains definite factors of goods market dy- 
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namic from a different point of view, from the view of fun- 
damental and financial investors, namely, the work studied 
the increasing role of non-bank organizations on the currency 
market, the influence of structural changes of mediators on 
activation of financial investors’ work; on increasing their in- 
fluential soheres and on increasing the raw materials activi- 
ties dynamic in the world financial market. 
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SUMMARY 

The article contains general and author’s paradigms, 
definitions and opinions related to the topic. It is worth men- 
tioning: 

e In economical and managerial sphere it is necessary to 
formulate new concepts and paradigms that will revive man- 
agement sciences and practices; 

e To prepare higher qualified managers: it is needed to 
prepare the appropriate educational-training system; 

e |n globalization, in civilized countries, based on the lat- 
est economic-management concepts and paradigms the rel- 


evant business-management theory and practice is develop- 
ing, which must be taken into account in our country as well; 

e To achieve sustainable development goals it is neces- 
sary to make major changes in planning and management 
areas; 

e Ecological management is the process of mobilizing 
resources by the organization, which is intended to solve en- 
vironmental problems; 

e Concept of synergistic economics and management 
should be based on the work of each person and the whole 
community in economical and managerial works. 
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The basis for the success of the country is economic 
development, which can not be reached without the high rate 
of economic growth (especially in the transition countries). 
These problems were still discussed by the representatives 
of Protectionist and classical-liberal doctrines. [Papava, 2009; 
Bedianashvili, 2017(2), Silagadze, 2013, 2017; Silagadze, 
Gelashvili, 2009). The macroeconomic growth assessment 
indicators are: GDP growth rate, GDP per capita population 
growth rate, etc. (Table 1). 

As it turns out, during 2010-2017 years the highest 
economic growth was in 2011 (7.2%), the lowest - in 
2016 (2.896). High growth rates in 2012 have been largely 
determined by the following issues: the rise of external 
debt, the inflow of foreign investments, the tightening of 
administrative methods. Since 2011, economic growth is 
characterized by a decrease in Georgia, except for 2014 
(4.696), when an increase in direct foreign investment has 
led to the rate of economic growth. According to the data 
of 2015-2016 years, the low economic growth rate is mainly 
due to strengthening the dollar rate on the world market and 
devaluation of the national currency, which has negatively 
impacted Georgia»s economic situation. It should be noted 
that significant positive changes have been observed in 
Georgian economy in 2017, in the first quarter the economic 
growth rate exceeded the same period of the last year 
by 596. The strengthening of the dollar currency in 2014 
also negatively impacted on Georgia»s foreign trade, the 
strengthening of the dollar currency led to the depreciation 
of the national currency in Georgia and its trading partner 
countries, thus the price of imported products was increased 


and foreign trade turnover was decreased. Since 2014, the 
import-export dynamics is characterized by a decrease in 
Georgia, the reverse situation is in the first quarter of 2017, 
where the export of new historical maximum is observed, 
in particular, a significant increase was occurred in export 
markets of Russia, Turkey, Azerbaijan, Ukraine, Spain and 
US, which is explained by the improvement of the economic 
situation and increased demand for imported products. 
[Gaganidze, 2015, 2018]. In the first quarter of 2017, export 
growth was also affected by a significant devaluation of Lari 
rate, which led to the reduction of Georgian products' price 
on the international market and therefore demand for it was 
increased. 

The top ten export items include: copper ores, 
ferroalloys, light vehicles, wine, medicines, spirits, mineral 
waters, nitrogenous fertilizers, gold and nut. (Table 2). 

As indicated in the above table, the export of light 
vehicles and nut has decreased, the reduction of cars is 
caused by the growth of the excise price and the reason for 
the reduction of hazel exports is natural conditions. 

Taking into consideration the above mentioned data, 
it is possible to analyze the individual aspects of monetary 
policy, namely, the factor of long-term economic growth 
is the price stability that implies moderate inflation, these 
events, through the monetary policy, is provided by the 
National Bank of Georgia, which monitors the monetary 
and credit policy of the national currency to maintain the 
ability to buy, increase GDP and improve the investment 
environment. Georgia is an import-dependent country. 
The Georgian market is mainly full of foreign products, the 


Table 1. Economic indicators of Georgia 


2010 2011 2012 2013 2014 2015 2016 2017* 
6.2 


me xem im 


GDP real 
growth,96 


GDP per person | 2623.0 3230.7 3523.4 3599.4 3676.2 3766.6 2864.6 4078.5 
(in current 

san) | ppl 
GDP in current | 116365 | 14438.5 15846.8 16139.9 | 16507.8 | 13988.1 14377.9 | 15164.5 
పన fp ల ల లా నా లో టు 


Composed: http://geostat.ge/?actionzpage&p id-118&lang-geo 12.05.2018. 
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Table 2. growth of export products in percentages 2016. 


Export products 


Ferro-alloys 
Copper ores 
Medicines 
Crude oil 
Wine 
Mineral waters 
Alcoholic beverages 
Fish fats 
Heavy beasts 

ut 


Light vehicles 





oT 
ర 


Composed: http://geostat.ge 12.05.2018. 


imported product is purchased in US dollars. Consequently, 
the strengthening of the dollar rate leads to an increase in the 
price of imported products, accompanied by an increase in 
prices and inflation. In order to improve the situation in such 
conditions, it is very important that the National Bank make a 
proper monetary policy, which is not always happening. The 
monetary policy regime of the National Bank of Georgia is the 
target of inflation, which implies preliminary announcement 
of inflation target indicator. In the long term, the annual level 
of inflation in Georgia is 3%. This figure is 5% in 2016 and 4% 
for 2017, and by 2018 it will be reduced to 3%. 

In order to reduce excess fluctuations in exchange 
rates, the National Bank of Georgia will use interventions 
on the currency market and use the following instruments 
of monetary policy: Refinancing loans, deposit certificates, 
transactions of government securities, currency interventions, 
permanent instruments, minimum reserve requirements and 
other instruments. According to the existing data, 4% of the 
inflation target could not be maintained in 2017, which is due 
to the acting one-shot factors, such as the increase in excise 
taxes and the increase in prices on oil and food commodities 
at international markets, it should be noted that inflation (in 
the first Quarter of 2017 year) made a positive contribution 
to the impairment of the Lari course towards the dollar, 
the impairment of the national currency has increased the 
imported product and increased inflation, this situation 
is further complicating with the monetary policy of the 
National Bank, which is mainly focused on refinancing of the 
banking system, namely a large number of loans are issued to 
commercial banks, which generate excess cash in the country 
and increases the inflation. In order to avoid the effect of this 
factor, in 2016, the refinancing rate was constantly reduced, 
in 2017, the National Bank has tightened refinancing policy 
and increased interest rate from 6.5% to 7%. 

Fiscal policy is also an important subject of discussion. 


[Bakhtadze,  Kakulia, Chikviladze, 2007; Kopaleishvili, 
Chikviladze, 2011; Atanelishvili, Chikviladze, Silagadze, 
N., 2017; Chikviladze, 2014 (2), 2018] In particular, it 
implies government decisions on taxes and government 
expenditures. Currently, the Georgian government is 
pursuing a liberal fiscal policy. Only 6 types of taxes apply in 
the country: income tax (2096), profit tax (1596), value added 
tax (VAT, 1896), etc. The Estonian model of profit tax has been 
launched since January 1, 2017, which implies the exemption 
from profits taxes for entrepreneurs in case of reinvestment. 
Such a reform was implemented in Estonia in 2000, where 
income tax before reform was 696 of budget revenues and 
its rate was 21%. In this regard, there is a different practice 
in Georgia, where 1596 profit tax is operating. Naturally, this 
model will be a heavy burden for Georgia»s state budget, in 
terms of reducing tax revenue. It is worth taking into account 
that even unstable national currency, inflation, stiff tax 
legislation and limited access to financial resources prevent 
the development of business in the country and attract 
foreign investments. Only a reduced profit tax can't result 
in an increased inflow of inadequate investments and can't 
encourage entrepreneurs to reinvest profit. It is necessary to 
create relevant economic conditions in the country by solving 
the problems of business development. 

Estonian model not to be incompatible with the 
conditions of our country and does not cause a budget deficit, 
it is necessary to take into consideration the experience of 
Georgia»s closest past, when profit tax was reduced by 10%, 
but it did not bring substantial positive economic results. 

There are a number of changes in the Georgian customs 
legislation, the import tariffs have been abolished and 
instead of 16 only about 3 tariff rates (1296, 596, 096) apply 
for approximately 8596 of the products, import tariffs are 
applicable only on agricultural products and some types of 
industrial goods, there are no quantitative restrictions on 
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import and export (so-called quotas) since the entry into 
force of DCFTA since September 1, 2014, trade between EU 
countries and Georgia is carried out without tariffs. 

An important part of the EU-Georgia Association 
Agreement signed in Brussels on 27 June 2014 is an agreement 
about the deep and comprehensive free trade area with the 
European Union, which means liberalizing trade with the 
EU as both goods and services. Free Trade Area Agreement 
implies bilateral revocation of barriers to tariffs, quality and 
standards, approximation of trade legislations. The tariff on 
import gives preference to local production in comparison 
with the same imported goods and also is an income source 
for the country (the World Trade Organization tries to bring 
down tariffs to 0). Apart from tariff barriers, there are also 
so called Technical barriers to trade: technical regulations, 
standards, certification procedures, which in condition of full 
harmony with EU legislation of Georgian legislation will be 
abolished. Agreement on the deep and all-embracing trade 
will generous for the country: free trade will support the 
positive diplomatic relations. The population will be able to 
access the quality products; Convergence of national product 
standards with the standards existing in the EU encourages 
local entrepreneurs to increase their technical level and 
efficiency. 

The Government of Georgia has developed a Social 
Development Strategy - Georgia 2020 aimed at ensuring 
economic growth in the country in which each citizen 
will benefit from achieved results and the population 
involvement in the process of economic development will 
be possible; The government aims to provide private sector 
freedom, which implies an economic order in which the 
private sector is free to make decisions, the supremacy of 
its property rights and prospects of economic development 
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are protected. According to this strategy, the state is limited 
to the full support of the private sector. In the country, 
the private sector is not competitive, human capital is not 
sufficiently developed and there is limited access to financial 
resources. The government is trying to solve this problem, 
but there is still a lot to do. A well-functioning financial sector 
is an important prerequisite for economic growth, which 
should provide an efficient distribution of financial resources 
and encourage economic growth. On this background, it is 
unclear whether the abovementioned «strategy» is acting or 
not in the country, because the government has developed 
another plan for development in the country. 

As already mentioned, one of the hindering factors of 
economic growth in Georgia is limited access to financial 
resources. This problem can be overcome by two ways: 
Banking sector and securities market. Unfortunately, Georgia 
does not have the perfect infrastructure of the securities 
market - only one securities market is functioning there - 
«Georgian Stock Exchange», conditions for granting a license 
to brokerage companies and authorized capital are defined 
as that only commercial banks can satisfy them. Commerce 
banks also have the right of the primary dealer. 

Thus, the banking sector is in the dominant position and 
prevents the development of the securities market. Georgian 
companies can’t afford their expenses and requirements to be 
financed by issuing shares and bonds, they only use banking 
services (high interest rates) which makes the situation more 
difficult; It is necessary to implement expansive fiscal policy, 
which will be an important stimulus for the development of 
entrepreneurial activities and the creation of the desired 
business environment in the country; It is necessary to reduce 
public expenses, as well as to promote business by the state, 
which will provide a substantial increase in state revenues. 
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SUMMARY 

This study researches the problems of Georgia»s 
monetary-fiscal policy and economic growth, in particular 
- the main indicators of economic growth assessment, 
certain aspects of monetary, credit, currency and investment 
policies; The process of tax reforms in Georgia, including 
changes in income tax administration, considering the 
Estonian model, in which entrepreneurs will be exempt 
from profit taxes if they reinvest part of undistributed 
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profits (dividends); It is analyzed in this study EU-Georgia 
Association Agreement signed in Brussels (27.06.2014) 
one of the most important parts of which is an agreement 
about the Deep and Comprehensive Free Trade Area, which 
envisages liberalization of trade with the EU; The focus is on 
the low level of competitiveness of private sector in Georgia, 
inadequate human capital and deficient financial resources, 
undeveloped infrastructure and measures to be taken in this 
direction. 
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State ownership in the Soviet Union was dominated 
by the government. Naturally, the state financing system 
for the economies of the independent states formed on 
the basis of its disintegration was reduced and the building 
process of market economies was started. [Papava, 2013;] 
Initially, these countries have been experiencing deficits 
in their finances [Atanelishvili, Chikviladze, Silagadze, N., 
2017; Chikviladze, 2018; Silagadze,A., Gelashvili,2009]. 
There was no help from outside. So, it was necessary to 
identify development vectors. At first, they were closely 
integrated into the Commonwealth of Independent States 
(CIS). This did not provide stability in the development of the 
countries. Moreover, in this period their territorial integrity 
was violated. The orientation problems were still very sharp. 
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Foreign investors were observing the current events and did 
not hurry [Silagadze,L.:2016,2017,2018; Sichinava, 2010; 
Khurtsia,2006]. The countries should have their own model 
of development, create the laws appropriate for market 
economy, structures, conditions for people to get dignified 
income, also deepen the integrative processes and etc. 
[Bedianashvili, 2014,2017; Gaganidze, 2016,2018; Silagadze, 
A., Zubiashvili.:2015; Silagadze, A., 2015]. 

The implementation of the above objectives required 
time. Consequently, no foreign investors were in a hurry: in 
the initial stages of the 1990s, the amount of direct foreign 
investment inflows was minimal, and then the process was 
speeding up. (Chart 1, 2, 3). 


The graph 1: Show Foreign Direct Investment Inflow in Georgia (Current USS) 
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Drawn up http://databank.worldbank.org 09.05.2018. 


Graph 1 shows: 


- The lowest amount was viewed in 1999, which resulted in a delay in reforms in the country; 
- FDI’s boom in 2007 (as well as in the whole world); 
- FDI reduction in 2008-2009 mainly led to a Financial Crisis and war with Russia (August 2008); 


- FDI in 2014-2016 is gradually rising. 
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The graph 2: Show Foreign Direct Investment Inflow in Ukraine (Current USS) 
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compiled: http://databank.worldbank.org 09.05.2018. 

Graph 2 shows: 

- The lowest amount saw in 1999; 

- FDI’s reached a peak in 2008; 

- In 2009 in comparison with in 2008fell almost twice the figure, after started growing next 4 consecutive years. 
- In 2014 because of war with Russia the numbers plunged, following rise subsequent 2 years. 


The graph 3: Show Foreign Direct Investments Inflow in Moldova (Current USS). 
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Source: http://databank.worldbank.org 09.05.2018. 

Graph 3 shows: 

- The lowest quantity was seen in 1999, which stemmed from a delay in reforms in the country; 

- FDI’s boom culminated in 2008 (as well as in the whole world); 

- FDI started fluctuation from 2008 to 2016. 

To illustrateA the problem more accurately, draw a chart on table 1, which reflects the share of the FDI (%) GDP per capita 
according to comparable countries. 

(Table 1, chart 4). 
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Chart 1. Share of FDI inflow (%) in GDP 
Drawn up: worldbank.org/indicator/BM.KLT.DINV.CD.WD ; *geostat.ge 29.04.2018. 
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The comparison of the above mentioned indicators 
shows that in the GDP, the share of FDI inflow (%): in 1990- 
2002 was the highest index in Moldova and in Georgia 
in 2002-2006. Unfortunately, Ukraine's indicators have 
deteriorated sharply as a result of the war with Russia. The 
maximum indicator (18.696) was observed in 2007 in Georgia, 
the minimum — in 2014 (0.63%) in Ukraine. 
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Thus, the direct foreign investments have played a 
significant role in the new associated post-Soviet countries 
of EU, although the demand is much higher. According to the 
analysis of the past period, at the initial stage the share of 
FDI inflow in the GDP had the highest rate in Moldova, in the 
recent years - Georgia and as for Ukraine its indictors have 
fallen to the lowest level since the war with Russia. 
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SUMMARY 

Resource deficit is a serious problem, but wealthy 
resources do not mean the riches of the country. One of the 
main reasons for the collapse of the former Soviet Union was 
ineffective use of rich natural resources. The Soviet economy, 
especially in the last years of its existence, was mainly 
dependent on income from the export of resources. Dropping 
prices on export resources have significantly damaged the 
country and have played a big role in the collapse of the 
former USSR. In the early 1990s, after the dissolution of the 
Soviet Union, new independent states, differently, but still 
found the way to build a market economy. Some of them have 
benefited from the richness of resources, while others more 
or less have taken advantage of innovations. Recently, one of 
the post-Soviet states (Georgia, Ukraine, Moldova) became 
associate members of the EU. The European integration 
vector has created new requirements. It becomes more 
actual to stimulate attracting foreign investments. In these 
processes the countries which use these foreign investments 
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in accordance with logically elaborated and substantiated 
priority are getting more benefit. All three above-mentioned 
countries are suffering a serious problem of territorial 
integrity which obviously creates a lot of problems. The report 
is dedicated to the comparative analysis of only foreign direct 
investment (FDI) in Georgia, Ukraine and Moldova. Initially, 
the newly formed independent post soviet countries have 
suffered from a deficit of their own finances, and foreign 
investors were observing the current events and not hurrying. 
Countries should have their own model of development, 
to create the laws, structures, conditions for people to get 
dignified income to deepen the integrative processes and 
etc. Such tasks could not be completed in a short time, which 
was well understood by foreign investors. As a result in the 
early 1990s the scales of direct foreign investments in the 
analyzed countries were minimal, and then the processes 
were speeding up. The FDI played a key role in economic 
development of these countries. 
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SUMMARY 

Unemployement is the most complex and acute social- 
economical, demographic, psychological and political 
problem, which has exclusively negative results. Therefore, 
unemployement management-regulation is the most 
significant task of civilized world. Experts' calculation make 
it clear, that the problem of unemployement in Georgia is 
the most acute problem, which has been proved by recent 
reports of IRI researches performed in Georgia, according 
to which 40 percent of interviewed population considers, 
that «The main problem in Georgia is unemployement, and 
economics is on the second place by 23 percent» . According 
to the experts" calculation average rate of unemployement 
in Georgia is within the limit of 32,0-36,0%. Some experts (I. 
Archvadze) fix even much higher index (39-4096), to which we 
agree. As for according to official statistics unemployement 
rate in 2017 made up in amount of 13,9 percent. 

In our opinion the significant difference between the 
rates calculated by official statistics and experts mainly is 
conditioned by methodological nonsenses ( to consider the 
owners of land as employed, who work one hour per week, 
or 4hours per month and 48 hours per year and etc.). It 
reduces the unemployement rate artificially. For example, 
in 2017 by official statistics in Guria was fixed the lowest 
unemployement rate -2,7 percent, which is ridiculous. It is 
clear and obvious for everyone in Georgia, that by working 
only one hour per day, a human being cannot earn money 
even for bread. 

By the data of International labour organization, in 
2017 according to the unemployement rate Georgia had 
much better (lower) indexes of unemployement rate than 
Macedony, Greece, Spain, which is rather doubtful. 

To ensure an effective settlement in Georgia, it is 
necessary: 

The first: to unify the efforts of Georgian Parliament, 
Government, Municipalities, The Ministry of Labour, 
Healthcare and Social Protection of Geogia and all 
subordinated services around the basic national strategies 
which are proved by the Government of Georgia , such 
as: strategy of Social-economic development of Georgia 
- «Georgia 2020», strategy of the reform of professional 


education, complete implementation of «2016-2018 activity 
plan of the strategy of active policy of Georgian labour 
market and its implementation». It is rather significant that 
in the aims of above mentioned strategies the employement 
and unemployement events are sharply outlined; 

The second: To develop a new version of a Law project 
«About employement» and to present it to the Parliament 
of Georgia to be proved. It is factual, that in Georgia, within 
the period of acting of the Law «About employement» (in 
1991-2006) the government has employed great part of 
the unemployed people, and protected the definite part of 
employed people from moving to the unemployed number. 

The third: according to the regions and considering 
their specifics processing and implementation of complex 
programs of employement, in which evaluation cryteria, 
terms of implementation, financial sources, executors, 
expected results and etc. would be outlined. 

The fourth: to create the desirable busness-envi- 
ronment and the legislation base in the country, which will 
encourage to attract foreign investments, to elaborate and 
realise effective events for the government to support ( tax 
benefits, to help in getting cheap credits and etc.) the micro, 
small and middle business activities. 

The fifth: To perfect the process of unemployed training, 
qualification raising and retraining and in general, preparing 
the professional staff to encrease finansing from the state 
budget for this purpose; 

Sixth: To specifying the basic tasks and competences of 
labour and employement policy Department of the Ministry 
of Labour, Healthcare and Social Protection according 
to the goals and demands of the new legislation «About 
employement» (which should be accepted). Together with 
developing the employement policy the Ministry should 
undertake the responsibility of the policy realization as well, 
which means coordination of the implemented activities 
for the purpose of employemment and unemployement 
regulation by the government. 


Hence it follows, It is not excluded that the necessity of 


changes of organizational structure of the above mentioned 
Ministry would be put on the agenda. 
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SUMMARY 

The paper refers to the specificities of usage of analytical 
financial tools in real sector of economy in Georgia, also 
inevitability of taking into consideration of analytical nuances by 
financial practitioners. 

In the article the importance of financial ratios utilization is 
highlighted. The following peculiarities are also considered and 
analysed:1. Selection of financial ratios; 2. Period of calculation 
of ratios; 3. Normativity of financial ratios; 4. Combined usage of 
ratios; 6. Sector specific financial ratios. It should be noted that 
analytical financial tools such as financial ratios are only used in 
Georgian business entities in following cases: economic entity 
represents corporate business; company has a good arranged 
management system; it is a branch of foreign firm; company is 
in tight coordination with financial institute, etc. 


The paper refers to the most important issues of the 
country’s corporate finance as follows: classification of 
enterprises for reporting goals, managerial reporting aspects, 
functions of regulator state organ, financial statements 
quality, companies’ accountability from auditing point of view, 
prerequisites the usage of international financial reporting 
standards (IFRS), inevitability of formation of financial 
benchmark system. It should be noted that the average sector 
benchmarks are not calculated in Georgian transitional economy 
that makes impossible for companies to compare their financial 
performance measures to the average sector/subsector 
financials. The consolidation and concentration process of 
financial and managerial reporting stimulates the utilization of 
analytical financial tools which increases the quality and access 
of relevant and reliable financial information flows. 
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Globalization of the world economy is not a new phe- 
nomenon. The old Silk Road, long journeys over the Oceans 
to both directions West and East are just the examples of sim- 
ple forms of Globalization. Nowadays we are witnessing quite 
different and complicated picture of the globalized world 
economy, where political, social, cultural, environmental and 
military aspects are as important as economic ones (Keohane 
R., Nye J., 2000). Modern globalization is the complex inter- 
dependence of the countries which are not immediate geo- 
graphic neighbours. Modern global economy went through 
two main stages: one area stated after the II World War, in 
early 1950s, when leading developing countries established 
different international organizations (both political and eco- 
nomic) to responses new realities and create the most fa- 
vourable environment for global economic development. 
Later, in 1980s and more intensively in 1990s the process of 
globalization acquired new character which was caused by 
new technologies. Knowledge-based economy becomes the 
key for global world economic development. Technology, 
knowledge and innovations are the main pillars for raising the 
resource efficiency (Sepashvili, 2014). 

The new goal for any national government is to insure 
science-based economic development to achieve higher 
standard of leaving for citizens. At the same time they should 
adequately face the challenges of globalization targeting at 
positive benefits that global economy offers to players mean- 
while avoiding negative impact that globalized world imposes 
on national developments (Farazmand A., 2000). 

The Ricardian concept of comparative advantage, which 
states that “nations, like individuals, can benefit from their 
differences by reaching an arrangement in which each does 
the things it does relatively well” (Krugman P. et al, 2012:24), 
is still valid if we apply it to technologies. According to its 
main principle, market forces will direct resources to the 
most productive fields. In other words, on contemporary 
stage of the world economic development, it is the most effi- 
cient for country to direct resources —capital and labour — to 
science-intensive fields, where they will be utilized in most 
efficient and productive way due to a high skill labour, new 
knowledge, developed technologies and continuous innova- 
tions. Thus, National government have to pay particular at- 
tention to issues such as educated and high skilled labour, ad- 
vanced infrastructure (energy systems, telecommunications, 
transports etc.), well functioned market economy, prudent 


1538 


monetary and fiscal policy and political stability, which is vul- 
nerable variable in modern world suffering by various armed, 
military or pending conflicts (Sepashvili 2018 b). 

But Ricardian concept does not say anything about that 
everything will be happen as it is described in the theory. The 
concept refers the possibilities and not the reality. There- 
fore, the strategic point of using the concept is to determine 
how to make all these smart things to happen and how to 
translate the potential opportunities into reality. Internation- 
al distribution of production and pattern of the world trade 
are internationally determined by market forces in the world 
marketplace. In such reality, countries have to gain compet- 
itive advantages, which rely on knowledge and innovations. 
Four main determinants of the national countries shape the 
unique national environment that support/hamper coun- 
tries’ ability to success. These determinants together and 
separately form the environment where national firms and 
companies operate and create knowledge-based competitive 
advantages — very hard to be competed. These determinants 
are 1. Factor conditions; 2. Demand condition; 3. Related and 
supportive industries; and 4. Firm’s Strategy and structure; 
and competition (Porter, 1998). All these systems differ ac- 
cording to countries. In this regard, different countries’ firms 
have different access to resources and this creates disparities 
in competition on the world markets. 

Despite the fact that during globalization national bor- 
ders have less meaning for global firms while they seek for 
the most advantageous place for economic profit, national 
countries create unique environment for them and ensure 
their sound positions on science-based world markets. Thus, 
participation in contemporary economy means to create ap- 
propriate sources for education, adequate infrastructure, po- 
litical stabilization, market economy and so on. 

In such situation it is very important for each country to 
define their position in the world economic space in a way 
not to harm national interest, avoid negative consequences 
of globalization and completely benefit by openness of the 
nation economy. This goal for political and economic deci- 
sion- makers means to facilitate the growth of welfare in the 
country, which in its turn means to raise recourses — labour 
and capital - efficiency. 

The situation is becoming more complicated due to the 
fact that technology and knowledge are the most important 
factors for economic expansion and increasing the income 
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in contemporary world. On the world markets the firms of 
different countries and the national-less transnational cor- 
porations are competing with each other. Modern means of 
communications, IT technologies and transportation search 
for low-priced factors of production is carrying out over the 
globe.The development of new technologies (gen-engineer- 
ing, telecommunication, microelectronics, new materials, 
bio-technology and etc.) is defining the nature of the XXI 
century. This new model of economy changes social and eco- 
nomic objectives of nations. Transformations are occurring 
in the strategies of international business and marketing (Se- 
pashvili 2018 a). 

A quick glance on global development proves that un- 
precedented economic growth since late 90s of the past 
century till 2007, before global economic crisis, was accom- 
panied by massive development of digital technologies. Qual- 
itative changes in IT equipment, which made able to widely 
spread electronic devises among wide range of populations, 
consumer-friendly menus, cheap and broader access to the 
internet, easier access to different data bases and etc. accel- 
erated diffusion of science into modern goods and services 
and extremely boost companies' readiness for investment in 


Table 1. Internet users per 100 population in 2000-2008 


rope 


| European Union | . | | | | Union 35.29 | 29 64.58 58 


Commonwealth of Independent States in 3.83 29.77 
Europe 


Central, Eastern and Other Europe 18.28 40.40 
South Africa 


Other Sub-Saharan countries(excl. South 0.52 5.68 
Africa) 


[Inda | 88 


Other in Asia (excl. Japan, China, Israel, 11.51 
India) 


Source: International Telecommunications Union, World tele- 
communications / ICT indicators database, June 2010; United 
Nations Department of Economic and Social Affairs (2009); 
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research and development. At the same time, internation- 
al institutions, like the World Trade organization, in its turn, 
facilitate international knowledge movement by regulations 
for intellectual property rights as well as in trade and invest- 
ments. 

As global data shows, the number of internet users has 
almost doubled in developed countries, but nearly tripled in 
developing countries for the very short period 2001-2008. E.g. 
in 2002 in developed countries 37.99 internet users per 100 
people were indicated meanwhile in developing countries 
this showing reached just 5.03. The situation has dramatically 
changed in few years and in 2008 this showing were 62.09 
and 17.41 correspondingly. It is noticeable that the number 
of internet users was almost doubled in developed countries 
while more than tripled in developing countries. The number 
of internet users help us to judge about one necessary but in- 
sufficient side of knowledge diffusion and innovation creation 
- it is information about the quality of access of people to 
information and the knowledge which are the basis and "raw 
material" for research and knowledge spill-over. Data bellow 
in the table clearly indicates that developing countries are 
catching up rapidly the US, Japan and the EU member states 
in term of usage of the internet. 

However, easier and cheaper access to digital technol- 
ogies does not mean that any country, firm or individual will 
automatically benefit from it. Such kind of arrangements of 
the things just create good conditions for further develop- 
ment and just create favourable environment for creating 
("forming" is better) innovation and these arrangements are 
to be translated into commerce and bring revenues. 

New technologies require more and more high-skilled 
workers. The researches of different international institutions 
prove that the gap between the salaries of high-skilled and 
low-skilled workers is increasing. It is not exaggerated, to say 
that one of the main components of the success of economic 
agents on the world markets is high-skilled labour involve- 
ment and utilization. Knowledge, representing the main pro- 
duction factor in knowledge-based economy, is inconsistently 
distributed. The human resource is an exclusive production 
factor, holding of which by one or another firm doesn't auto- 
matically mean to hold and utilize the knowledge (Sepashvili 
E., 2011). 

As UNESCO Science Report 2010 argues, "countries have 
been catching up rapidly in terms of both economic growth 
and investment in knowledge, as expressed by investment in 
tertiary education and R&D.” (UNESCO Science Report 2010: 
29). In number of countries, such as India, Brazil, China, Mex- 
ico, as well as Eastern and Central European Countries, are 
increasing year by year their spending on education and R&D. 
So, there is no surprise that these countries, which used to be 
complimentary manufacturing basis for advanced economies, 
slowly but steadily, are moving to gain their own positions 
in independent technological developments and researches 
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Source: the Global competitiveness Index 2015-2016: efficiency enhancers, 2016. 


aiming at creating and design of new and knowledge-based 
products and services. 

Technology achievements are a significant factor for de- 
velopment. Success of the country in science and more impor- 
tantly, commercialization of scientific results defines positions 
in the world markets and generates higher incomes. However, 
business investments in research and development are main- 
taining the paces. Multinational companies try to decentralize 
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their innovation in developing countries to reduce the expen- 
ditures. Emergence and unprecedented wide spread of digital 
technologies together with such new technologies as gen-engi- 
neering, telecommunication, microelectronics, new materials, 
bio-technology and est. dictates national governments to take 
special measures to generate knowledge and to encourage na- 
tional firms for innovation. The models, ways and policies also 
differ according to countries. 
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Innovation and 
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Business sophistication | Innovation 
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Source: the Global competitiveness Index 2015-2016: efficiency enhancers, 2016. 


Increasing of resources -labour and capital- efficiency 
depends rather on usage of knowledge and technology than 
simple existing of well-equipped higher educational institu- 
tions and/or highly skilled workers. National environment or 
in other words "National Diamond" (Porter, 1998), encour- 
age or harm development of new products and technologies, 
or re-design and re-analysing existing data, knowledge, in- 
formation and etc. These processes take place in both public 
and private sectors. As statistical data show, population of the 
USA, the EU, Japan, China and Russia comprise about 3596 of 
world population meanwhile by number of researchers these 
countries hold approximately 7596 of the total number (UNE- 
SCO Institute for Statistical estimation, June 2010). Generally 
speaking, the pure number of researchers has been grown in 
other developing countries (India, Latin America, and Africa) 
as well, but highly skilled workers find it hard to be employed 
on qualified positions or to receive fair and attractive remu- 
neration for their job. Consequently, brain migration occurs 
widely from South to North, especially, in recent decades. As 
UK Parliamentary Office reported (UK Parliamentary Office re- 
port, 2008), out of 59 million migrants living in OECD countries, 
20 Millions are highly qualified. This vividly illustrates that just 


exiting of higher educational system and generating research- 
er do not mean automatic higher positions in R&D (Gagnid- 
ze 2018). Nature and influence of "National Diamond" in the 
countries determine advance positions of the US, the EU, Ja- 
pan and etc. and their competitive advantages in knowledge 
intensive production. It is worth to mention, that, as UNIESCO 
report notes based on wide range of statistical data, countries' 
specialization in science, expressed into scientific publications 
(recorded in Thomson Reuters' Science Citation Index), are re- 
flected in diverse profiles of the countries, which have different 
needs, geographic locations and cultural disparities as well as 
historical experience of industrial development. 

Generally, the number of registered patents is regarded 
as indicator for technological achievements or development, 
as they (patents) reflect accumulated and implicit nature of 
science knowledge translated into intellectual property gen- 
erating income. Data proves the US dominance in this field. 
Japan, Germany and Korea are the next in the list. As a whole, 
distribution of this kind of wealth is asymmetric in favour of 
North America, Asia and Europe. 

Thus, to summarise, technology achievements are a 
significant factor for development. Success of the country in 
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science and research boost country’s development. However, wide spread of digital technologies together with such 
business investments in research and development are new technologies as gen-engineering, telecommunication, 
keeping the paces. But it is more important to commercialize microelectronics, new materials, bio-technology and etc. 
scientific results that enable firms to produce new products dictates national governments to take special measures 
and services that will be compatible at the global markets to generate knowledge and to encourage national firms 
and help firms to define positions in the world markets and for innovation. The models, ways and policies also differ 
generates higher incomes. Emergence and unprecedented according to countries. 
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SUMMARY 

Globalization of the world economy has started cen- 
turies ago. The old trade roads like Silk Road or long ship 
journeys over the Oceans to both directions West and East 
are just the examples of simple forms of Globalization. Now- 
adays we are having more difficult form of Globalization of 
the world economy where political, social, cultural, environ- 
mental and military aspects are closely interconnected and 
deeply influence economic ones (Keohane R., Nye J., 2000). 
Modern globalization is the complex and tough interdepen- 
dence of the regions and countries which are not immedi- 
ate geographic neighbours. In such environment Knowledge 
becomes the key driver for global world economic develop- 
ment. Technology, knowledge and innovations are the key to 
raising the resource efficiency (Sepashvili, 2014). 


On current stage of global economic development high 
skill labour, new knowledge, developed technologies and con- 
tinuous innovations will be utilized in most efficient and pro- 
ductive way. Therefore, national economic policy should give 
particular attention to education and researches, advanced 
infrastructure development (easy internet access, telecommu- 
nications, transports etc.). Success of the country in science 
and more importantly, commercialization of scientific results 
defines positions of national firms in the global markets and 
generates higher incomes. Further development and unprece- 
dented wide spread of digital technologies together with new 
technologies dictates national governments to encourage and 
support knowledge generation and innovation creation which 
are resulted in profit. The policies, approaches and measures 
are also varying according to countries and regions. 
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The Argonauts of Greek mythology who ventured with 
Jason centuries ago, Greeks who sailed with Jason in search 
of the Golden Fleece visited Georgia. Ancient Greek legends 
told of a fabulously wealthy land where Jason and the Ar- 
gonauts stole the Golden Fleece from King Aeetes with the 
help of his daughter Medea. This happened in Colchis, the 
Georgian land. As the Legend shows ancient Greeks took in- 
novative technologies of mining gold from Georgia, it was like 
a way of the technology diffusion from Georgia to ancient 
Greece. Nowadays Georgia needs to get back Golden Fleece. 
The nowadays Golden Fleece for Georgia is economy and its 
trade relations, in particular DCFTA. This Golden Fleece is to 
be returned to Georgia through high technology diffusion and 
EU standards implementation. 

Our primary mission will be to become a member of 
European community and to live in the safe world without 
violence. There are a lot of economic problems in the coun- 
try. While country goes towards the middle-income trap we 
need strong innovation policy to avoid this. Georgia is among 
31 economies on Stage 2, Efficiency-driven, by Classification 
each stage of development (The Global Competitiveness Re- 
port 2017-2018 p.320). 

Building competitive national innovation ecosystem 
should help country to achieve strategical purpose, become 
the member and economic part of the EU. The Association 
Agreement between the European Union and Georgia is a 
step toward this goal. The trade related content of this agree- 
ment establishes a deep and comprehensive free trade area. 
Deep and Comprehensive Free Trade Agreement (DCFTA), 
was ratified by the Parliament of Georgia in July, 2014. It is 
an important part of the overall Agreement. DCFTA provides 
Georgia with an opportunity to achieve deeper integration 
with the EU market. Agreement should promote regional 
economic integration through acceptance of European stan- 
dards and innovations. The agreement should lead ultimate- 
ly to higher level of economic integration between Georgia 
and the 28 EU member states. Agreement has as a political 
as economic purpose, Georgia's economic development di- 
rection should be towards EU market. DCFTA should promote 
innovation because, along with goods and services, the flow 
of trade, fostering competition and innovation. 

Adaptation to and implementation of DCFTA require- 
ments is essential for Georgia in order to enable business- 
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es to gain maximum benefits from the DCFTA by maximizing 
the export potential. If Georgia wants to get benefits from 
the DCFTA we need to have appropriate innovation strategy, 
which determines direction of the country's economic de- 
velopment. We have to make choice what economic sectors 
should we develop and innovate in. 

The organization for Economic Cooperation and Devel- 
opment (OECD) Oslo Manual identifies four types of innova- 
tion: product innovation, process innovation, marketing inno- 
vation, and organizational innovation. These innovations can 
be new to the firm, new to the market, or new to the world. 
The advantage of using such a broad concept of innovation is 
that it includes all activities involved in the process of tech- 
nological change. These range from identifying problems and 
generating new ideas (Itzhak Goldberg-2011). 

Innovation and entrepreneurship are key drivers of job 
creation and productivity growth. However, as shows Global 
Competitiveness Index report, Georgia lags its regional (ECA) 
peers and other low-and-middle income countries on various 
global indicators of these dimensions: 

In the 2017-2018 Global Competitiveness Index, Geor- 
gia's lowest score of all 12 pillars of the index is on innovation 
(ranking 118); 12-th pillar: Innovation ranking 118 out of 137 
- 2.8; 12.01 Capacity for innovation - 99 3.7; 12.02 Quality 
of scientific research institutions - 127 2.7; 12.03 Company 
spending on R&D — 122 - 2.7; 12.04 University-industry col- 
laboration in R&D -116 - 2.8; 12.05 Government procurement 
of advanced technology products -78 - 3.2; 12.06 Availability 
of scientists and engineers -125 - 3.0; 12.07 PCT patents ap- 
plications/million pop. - 70 - 1.0. 

The first five most problematic factors for doing business 
are: inadequately educated workforce; access to financing In- 
flation Poor work ethic in national labor force and insufficient 
capacity to innovate. As this indicator shows Prospects for re- 
surgence in productivity growth and exports are constrained 
by low levels of innovation and human capital development. 

During building the National innovation system among 
the others the main subject is to make choice in which eco- 
nomic sector should we innovate. Here is a framework (a and 
b) for innovation ecosystem which helps us to rethink in what 
sectors should we innovate in and gives us opportunity to un- 
derstand our countries' innovation potential better. 
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Framework for the Innovation and Entrepreneurship Ecosystem 
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Georgia definitely needs the innovation policy to use 
DCFTA and enter EU market, also the appropriate innovation 
strategy must be chosen carefully which answers the ques- 
tion which product or certain component of the product 
should we produce and export in EU market. 

In low-income countries, where the institutional capa- 
bilities are limited, policies should focus on basic investment 
in technology infrastructure and demonstration operations 
of "basic" innovations which can contribute to improvements 
in welfare, education, and agriculture. This is important for 
establishing a dynamic technology sector and for promoting 
technology-led development which goes beyond meeting the 
need to survive. (Jean-Eric Aubert 2005). 

In Georgia EU relationship Export is more important 
than import because without strong export capacity coun- 
try would not have enough resource or purchasing ability to 
import right product and service. Figure b. helps us measure 
export dynamic in EU after signing DCFTA. 

Figure (b) shows that export growth dynamic in EU af- 
ter signing DCFTA have not changed significantly. This proves 
hypothesis that the country needs the product improvement 
and innovation in the economy sectors which have an export 
potential. The statistics show that the agriculture sector has 
a big export potential. (In 2015 from 646.450 total exports in 
EU, 208.383 were agricultural products.) About 4096 of Geor- 
gians are likely to live in the rural areas. Agriculture has 9.296 
of total GDP. This sector has not significant growth dynamic 
toward EU market as well. Main indicators of exported prod- 


ucts show that the export to the EU has not changed much 
after signing the agreement. As shown in global Competi- 
tiveness index we are at the "early stage" of innovations. Our 
country has to begin from almost zero and put on fundament 
of the national innovation system. As for a beginner country, 
for the first time, the absorption of technology as the subset 
of innovation is necessary. Agro sector needs a customized 
infrastructure, services, and the financing support. We need 
the absorption of up to date technology, high technology in- 
frastructure for agriculture. 

Absorption and a subset of innovation are the applica- 
tions of existing technologies, processes, and products proved 
and tested in a new environment in which the processes have 
not yet been tested and the markets and commercial appli- 
cations are not fully known. Developing country policies on 
technology transfer are necessarily complex and cross linked 
with a range of issues in the broader development agenda. 
Policy outcomes need to target increasing access to technol- 
ogy including improving the abilities of firms and other users 
of technology to identify, acquire, adapt and use knowledge 
and technology. Underlying these outcomes are national pol- 
icies that support improving domestic absorptive capacities 
and stimulate the local innovation as well as international 
efforts to develop a supportive environment for technology 
transfer. However it is important to bear in mind that the end 
purpose of these policies is not to achieve successful trans- 
fer of technology themselves, but to support a process of 
innovation that creates value — most often economic value, 
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but also social value — through the successful application of 
technology to productive activities or social attempts (Itzhak 
Goldberg 2011). 

The agriculture sector needs to develop the technology 
diffusion which would help to increase the growth of export 
potential production. To increase and maintain productivity 
and economic growth and speed up convergence with Eu- 
rope we need to find ways to create an environment condu- 

















cive to the application of knowledge in the economy through 
innovation and learning. 

Problems in the agriculture, as the direction of the eco- 
nomic development, are as following: 1. Low productivity and 
low technology as well as standardization level; 2. Govern- 
ment policy is not clear; 3. Low productivity levels in agricul- 
ture have contributed to high poverty; 4. Many rural residents 
have limited access to markets and resources; 5. Agricultural 
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land consolidation demands encouragement from the state. 
The biggest problem to enter the EU agriculture market is to 
meet EU standards of the supplying products. Georgia needs 
Significant innovations to resolve this problem and increase 
export to EU countries. Delivering products to EU market is 
complicated business process and that’s why Georgia needs 
innovations in logistic infrastructure as well. 

Standards are recognized driver for innovation. Produc- 
ers in less developed economies face challenges when seek- 
ing to enter new market and increasingly require bundles of 
inputs and services — standards, certification. On the other 
hand, to succeed in today’s competitive agri-food market- 
place, two options are available: organize production more 
efficiently and focus more consumers oriented in order to 
meet consumer requirements (Viaene, et al., 2000). 

Safety and quality is a core area for European standard- 
ization. It corresponds to around 60% of the Commission 
standardization requests, reflecting the impact of safety on 
the daily lives of EU citizens. For the EU standards and stan- 
dardization are clear, strategic assets for securing EU com- 
petiveness and are key tools for promoting innovation and 
progress in the Single Market. It is commonly accepted that 
standards and standardization play a vital part in supporting 
economic growth through their role in boosting productivity 
and competitiveness and encouraging innovation and pros- 
perity. Standardization is a key component of EU Free Trade 
Agreement negotiations with the third countries. 

GAP, one of the most important approaches, was devel- 
oped to provide sustainability in agricultural production and 
trade and to serve confident for the quality and safety of the 
products that their origins well known (Burhan ozkan 2014). 

The role of the state is very important in the national 
innovation policy making. Without the strong government 
support and help it can be quite impossible to create and 
maintain the economic growth through innovation and new 
technologies. 

Systems of innovation theories were first developed in 
the 1980s by evolutionary economists (carlsson et.al.2002, 
Edquist 1997, Freeman 1987, Lundvall 1992, Nelson 1993). 
The writers in this tradition build on Schumpeterian eco- 
nomics and on institutional economic theories. They argue 
not only that the innovation is the main source of long term 
economic growth but also that there is a major role for pol- 
icy in R&D and science. Government has such a major role, 
they argue, for two reasons: first the innovation process itself 
is cooperative in nature; hence there is a significant role for 
public actors. (Breznitz 2007) 

National policy must focus on the business sector since it 
is the backbone of a national innovation system and any kind 
of change and transformation requires change and reorienta- 
tion of private firms (Teubal 2002). 

Georgia 2020 sets three main priority actions and rele- 
vant policy measures: Priority Action 1: Increase private sec- 
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tor” competitiveness Policy measures: further improvement 
of the investment and business environment; promotion of 
innovations and new technologies; export promotion and de- 
velopment of infrastructure; and maximization of Georgia’s 
transit potential. Priority Action 2: Develop competitive hu- 
man capital Policy measures: development of market orient- 
ed human capital; streamlining social security system; and se- 
curing affordable and quality health care (SME development 
strategy of Georgia 2016-2020). 

It’s very important to understand cases in which coun- 
tries achieved innovation based on economic growth. 

The stories of Israel, Ireland and Taiwan offer cases of 
successful rapid innovation based on industrial growth in the 
time span of one generation in countries in countries with 
very different political and institutional systems. These cas- 
es provide us with insights into a highly contested issue of 
economic growth — the role of the state in the development 
of high technology industries in less-developed economics. 
These very different paths of science and technology industri- 
al policy regimes and development bear upon the question of 
whether states and societies have choices in their economic 
development strategies. (Dan Breznitz 2007). 

The main element of the innovation based on economic 
growth is human capital (especially the ability to produce prod- 
ucts and service through innovation and creativity). Human cap- 
ital is the main recourse in development of innovation ecosys- 
tem, because only a man has an ability to generate new ideas. 

In accordance with knowledge economy assessment 
methodology world Bank uses indicators such as education 
and skills - The country’s people need education and skills 
that enable them to create and share and to use it well and 
innovation system. The country’s innovation system—firms, 
research centers, universities, think tanks, consultants, and 
other organizations—must be capable of tapping the growing 
stock of global knowledge, assimilating and adapting it to lo- 
cal needs, and creating new technology (world Bank Measur- 
ing Knowledge in the World's Economies-2008). 

In Romer's new growth theory, for example, to create 
new innovations standard labor inputs are not sufficient, hu- 
man capital must be devoted to the task, and human capital 
is more productive with a larger stock of knowledge (Romer 
1986, 1990). The more knowledge there is, the more produc- 
tive R&D efforts are—higher human capital produces more 
knowledge; the greater the stock of human knowledge, the 
more productive the human capital is. 

There is an ineffective usage of human resources in 
Georgia because the people are not employed in accordance 
with their qualification and the existing qualifications do not 
meet the work markets demand. In this aspect, it is an ob- 
jective necessity to create such conditions in which human 
capital capabilities will be employed effectively. For example: 
After the collapse of the Soviet Union and through the early 
2000s the country abolished many government Institutions in 
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regions. Sanitary Epidemiological Stations, Veterinary agen- 
cies, in which lots of high qualified specialists were employed 
for many years. DCFTA takes into consideration and it is a 
necessary requirement to implement new standards in Geor- 
gian economic. EU Standards implementation is necessary 
for the country to take advantage of the agreement. Institu- 
tions which were mentioned above played the main role in 
monitoring products and services compliance with standards 
(gost) in Soviet Union. For now government tries to create 
new institutions which should maintain implementation of 
these functions: The National food agency; Agro consulting 
centers in regions. However, it should be noted during an- 
nounced vacancy competitions the main requirement is con- 
sidered not many years of qualified work experience in the 
field but the knowledge of legislative norms regulating spe- 
cific soheres, which leads to the unexploited capabilities of 
the high-quality staff, On whose preparation was spent high 
amount of resources. Human capital is the main factor of in- 
novation development, accordingly, qualified staff should be 
retrained in their specialty by up to date programs in order to 
increase their productivity and competitiveness for the inno- 
vation system building. 

The recent literature suggests that skilled migrants can 
alter the development trajectory of a poor country through 
the diffusion knowledge or technology transfers. As for ex- 
ample in the shift from a brain drain of talent away from the 
home country to “brain circulation” between it and the core 
economies. (Saxenian et.al., 2006). 

Many of the Georgians have emigrated from the country 
for the last 20 years. The most direct mechanism for transferring 
intellectual capital to the home country would be for the highly 
educated migrants to return to work in their native country. 

Georgia has a Successful example of the innovation 
based development in the service sphere which shows that 
government Supported innovation could be very effectively 
promote countries’ development. 

A successful example of innovation based development 
Innovation Services Laboratory — Service Lab was created and 
operated since 2014 in the Public Service Development Agen- 
cy of the Legal Entity of Public Law which is governed by the 
Ministry of Justice of Georgia. 
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The ServiceLab is set up in the PSDA as the agency is re- 
sponsible for the issuance of civil registry and is responsible 
for facilitating the development of services in the state and 
introducing innovations in the public sector. It should be not- 
ed that its functioning extends throughout the country and 
provides innovative methods of creation and delivery of pub- 
lic services. The State Services Development Agency was the 
first in the region who founded the Laboratory of Innovation 
to justify the expectations of Citizens. In accordance with the 
Law of Georgia on State Services Development Agency, the 
one of the main goals of the agency is the introduction of 
new and innovative services. The ServiceLab methodology 
is distinguished by customer-oriented and provides for the 
development of services or product designs based on these 
needs. That approach is its main value - innovation. Design 
Thinking and Foresight Methods are especially popular in this 
regard. Design Thinking, as a method, focuses entirely on cus- 
tomer experience and creates a service delivery design. The 
method consists of several steps: Empathize; Define; Ideate; 
Prototype; Testing. ServiceLab has conducted several proj- 
ects, whereby new public services for example: “IdeaBox”, 
ServiceLab is actively involved in the ongoing Public Admin- 
istration Reform. 


CONCLUSION 

Georgia’s national innovation system construction pro- 
cess is a promising story but a story with many complexities. 
Georgia can benefit from the DCFTA only through developing 
agricultural sector what could be achieved with technology 
absorption and global GAP standards implementation. Only 
in this case the country could get tangible benefit from the 
DCFTA. Country needs significant turn toward technology 
based development. Catch-up pressure should be put on the 
shoulders of the countries innovation ecosystem, which must 
be formed in the early future. The innovation policy should 
be directed to the concrete stakeholders in the sector, - farm- 
ers who have relatively large lands and use hired workforce. 
Innovation Services Laboratory — ServiceLab, Public Service 
Development Agency is a clear example that country has abil- 
ity, not only to implement new technology, but also to create 
and innovate one. 
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SUMMARY 

The article reviews the role of the innovation policy and 
national innovation ecosystem in Georgia in determining the 
direction of economic development of the country. The fo- 
cus is on the state’s role in supporting the sustainable com- 
ponents of the country’s innovation ecosystem. A particular 
accent is made on the need for considering the importance 
of innovations and the introduction of new technologies in 
the aspect of getting benefits from the Association Agree- 
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ment with the European Union. The peculiarities of the use 
of human resources in the country and the problematic is- 
sues related to the introduction of innovations and new tech- 
nologies in the development of economic relations with the 
EU. The article discusses a successful example of innovative 
development in Georgia by using the so-called "case study" 
method for the State Service Development Agency and the 
House of Justice. 
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SUMMARY 
The paper considers the main theoretical approaches 
to understanding global fragmentation of manufacturing 
processand analyzes their role in the modern International 
business. It is emphasized that in view of the growing political 
and economic importance of manufacturing process global 


fragmentation, today this phenomenon is in the focus of many 
countries and international institutions.There are analyzed 
mechanisms of coordination, structure, the importance of 
individual points and the effectiveness of possible positions 
of the company inglobal fragmentation of manufacturing 
process. 


175 


6MMd0@NBd600 VS 6096000. Ned / 2018 


0906൬60990) 00000006 Cd 60൭060 


000൭൦ 60൦03൦൦000 


LdIMNSIMHNLM b5d906609IHM-3HdIHN3IMD T5600 


https://doi.org/10.35945/gb.2018.05.027 


bofohagqmob (533603360 7003൭൪൯൫൫൨ 36o3bo60, b»j56033«o 


nairagalakhvaridze@gmail.com 


IMCOSH 69609൦ 


bodo6039e»ob (534603360 7003൭൪൯0൫൭൫൨ 3693560, b5j56033«o 


eldargugava@hotmail.com 


00930601 506330200: 60600030 ౧6౮06౮60, 0900000൦00) 8(0(09€»0, 
6900€990C90, 6506006000, VoD 3650(0003300 


00൩൭൦൬൮൪0൮ bogmgbeg wodmzo@geqmoo dybgdabo 
യാ daba Ggbyb dob 1൦6൫൨10൪. ൭00൫൯0,  త్య్రంల్తుగ0్రల్తుం 
ററ ൦൫0൯0൦ mddodo~ Hoe 
d930:»3bo3b HoHdegdob g2mmmandog3oob, 630 gycobbdodb 


൦൦0000൬0൯൫) 


൫0൮000 നദ്ദ, daba Ggbyobgdo0b 6൦60൩0൦൬൬൭ godeoyg- 
000൦0൦ po 307920930393«» jgmoghomdmgdob. od dodbom, 
൪൬൪൭൪൨൪ agmoghoddegdob 36o(3bo dmnmbeosh of q5»06933b 
j30e»080760 bob39ob 0൯൩൭0൦൬൬൭൨ e3bj50050639», ൭൭ 
യാമം dob 0300»9q393bob 36560, ൫൦൬൭0 3b 33»bob5- 
bgmn bodmgoemgdab 0൯൩൭0൦൬൬൭൨ »6b35c90b, 355300»63- 
dobs Ed oy36]50006390b ഠരദുറനറ്യര്‍റ്ൃനറ 9363566030 3060902». 
056396030  693b3665390b 354093630» 1൦൫0൯൦൬൭00 
൫00000 600൬൮00൨ omgabgdob bod mgoe@mgdab  deobco3bo- 
൬൮൦001 ob63635390b OogdoymRomdobsmaab. 
093൬0൩൬൬, dadeorbogempdabs wo bo33oob 5635636305 


Aloan 330bo9do3360 0൩൬൮൬൨ bobodo 1, goéo7; mdb 
dabodgyMbymdgdab, 90൫0൮0൨൦ po 6006൮0 039330 ൭൦000൨01 
yoongoodgdmddgqe@gqdob: 

d. ggqme dgdmbogomn ౧౦౦6౩౧6౮ (൭൫ ౧౦౮౦౦౮౧౮౦౮); 

0. ൦൫ ൪൮൪൩൫൪ boymodeeabe 353609»; 


മ. 000393e»0o doq3e»o [൦൫0൯൦൬൭൭00 ൭30൫0൬ mgao- 
06036393«990933«» 1020൮0൦1. 

0 doÓ33e»0 mén (0330s 0൨൦൬൮00൦ 9330bodo336 
൦00൬0൪00, dgbodg dob50390» oHabogdomabo 9൯0൨൦. 

03൩0൯00൦ 0000൬൮൪൦ Mh 40001600൦൬ qoogob - ()൦൭- 
0൯൮൪൦൭ യ 6൨00൦൭0൦. 0o00o33e»o deoga»bo 600൬0006, 
oboo andog ౧౬9౮6౦ 256390 ൭൮0൮01 po jdbob ,bs6b3b 
dbp" - 0൦൫0൮൭00, Godegdo3 [൭൫0൯൦൬൭000 
gago ൫0൦00 0൦0൮൬൫൨൭൬൭ brobgobynob, (660గ్రం0గ0ం-ల్రుంంి- 
0൫൮൬0൨൦൨, yggmo bagmobs po రిల్యల్లు[000 dnhg9mbogndggm0), 


d30cb0530»350b5 യം bo330ob 06396363» (bobgmdpageb ൭0൬൨ gomgoqabhnbyd00). bab. 1.' 


69b«96b59396ob 
055560 






൦൭൮00൨ 


0റ0500൮0ററന൭ം 
pu 


5 000b5b«6395 





b5jebeoob 065935560 


1. 0൦൫൭00 2. Hgb Gb 900; 3. 6353656360 (9൭൪൦൦, ദുഠര്‍ററ്റരരനറ, bodghotrdqe 36560); 4. 6366», 36603560, 902339», 00൮൬൭൮൦൨; 
5. ൭0൩0൦൭00 go40030006; 6. bofoobyenn po do93b5b3639»; 7. bofeorbgenn po 900൭൭൪; 8. bodcodbda dem boMagdn. 


1 A. B. AHVCUMOB 3JKONOrMUYECKUM MEHEAKMEHT POCTOB- Ha- Dony ,,PeHUKc” 2009. ౧౧1౩ 


176 


0000009800, AIMI MEMINI S, 93069565960 ൭൦ 0603౮660౧౮౮0 


൫൨൭൬൨൮ d30dq»39» godogm aqymo റല ൭൫0൯൮൯൬൫0൨, 
5033930 ngob Dge»ob ൪൪൨00000 60൬൦ gobemog9dye0 ngob 
00൦൬൦0) ob 0౧౮౮౮౫6౧. 

dbondgbgmmgob dadow@gghgm ,bohhgb 36o0q9345939b" 
0൦൫0൯൦൬൭00 »363033 0006൫09൮൬൨ 0൦൫൮040൨ 0౧౦౦౧౦, 
bdo» ob, 0400൫൬) ggmob, ൪൭൬0൦൮൫൨), 09 (00b po 
൭.0, 090౧౦0. 

dbondgbgmmgobn Homegbmdab 0൦06൨൧൬൬൭൨ boohy- 
6900 6000൬൮൭൦ wodHybgdym@0 ngob Pohdmgdoda, bumo 
൬൪൭൭5900 bohnmn 0൬൮0൦ go@obogomo. 409൪൫9(റ൫൮൬റ 
0൦600൮൪0 bspoeoo0603 d3odq»39» godemygbgoq~m agbob. 
൭൦0൭൮0൦൬06) ൮9൬0൯0൨൦ mao 00൨൫൮0൦1 HoSdooseagbb, daba 
36:003609390393139» 35639093 33393bo» oboby~m odbob 
oy060030b 35bc3903 ൬൭൭7൦69൪7൮൬൨ dobom@pdobs po 3636300b 
൭൦൬൦000൦. (bob. 2) 

0൦0൭൬൪00  dgbsbaob gebmbab mobobdo@ bobadmag 
060൨൯൬0൨, രന 9നൂയറ)ദുഠയറാ0 dghompdn H9306- 
377003000 000൬൪൦ 600൫06൯1 go@obsyoHo, നന്ന 9൮0൪) 
000൨3 0010600൦ 0100൬൮൪൦ ౧౪9౦ ൪6൬൦൬൨, 9൯1൦0൬൮൯൪൪ 
80൮൬൨൮, danmoran 9൩0൬൮01൦ wo ൭.9. 0൦൭൭൪. JoeEsndbob 
(050:3020(00»00.a: C= B,D, 

0093൦0൦൬, 03639603 മഠ൪റ്ഠനര്‍റ gov@oboyHob, bs6b3b3- 
dob 499406305 3൭൪൭൮൬൬൭ bobdgdedo dadeobyj~mo bgo- 
mgymab Gome@egbmdab dodgo@ dob. od dodo 030»390b 
0൬00൬൬൮000 »60539:3«»0 3൦6൨൦0000൨ 3563393e»»qQ, 93590 
0000൦ gobbomymn, o3 Hotodernddbgdo C- (0൮൬൬൮൬൬൪) 
39993«9eo. 

B + B= C-T*Q -TI «TI, 

d4j@ob hobb 0റ)യയറ്റുനറ dgdmbgmaob 0390303905 bodo 
20d ൬൦ MobdadeE 72 mooboHhybygdob 000600൪൦: 

bodeobmob 93950633» T-bofobmobs po 0൨0൦0൮൭൭0൮ 
Hodordergdab dad ego 9390393939b C, B. (0d B-ob 0౧౮౧౮౮60) 
sdobobs399 ఉల్యణర 7339 ombadbyw~mo age 1010൫൮0൦ 000൬൪൦ 
agob sheen, 0ന൬ഈ 0൦0൫൨൭0൭0൨ 3393€»»0360 (3393«»- 


0൦1൦൬൪൩൦ go 3636300b ൪൦൬൦00. 000.2 


$55890696000 95809959395 IT: 


0560009305 


b» 0൦൫൧൮൮0൨ Q293q05559560 B» 





BJJ WoC 5568959360 ൮ 
i» 


b5je593e»o T 


355890696000 35౧౪9590112 


005856995 


600൭൦ 6൦൬൦൭0300൭0ഠ0/0൩൬0 0206030 


300-(d0)-d9227339d0, 3600 dadomayemydon ൫൬൪൫൭0൭൪൭40൭, 
3006930900 ) 39333900 boboomogdmeobyb. 

1൦ 900൨൪൫0൨ bofobmob godeobogmosbmdab Jdq@o- 
౦౧6౧౦ ൦0൫൨0൨൯൪൨1 93950639» ൭൭ ౧b domoa, odob- 
006039 bofobmob dgomyogabob fohdmoddbgdo 0൯00൦0൪൪ 
0൬൭0൨൫൫൨ o7gomgdmods haz 6൬൪ 0൨൦൬൮00൦. 


0൦60൪൭൪൩ 6൦൭0൭0൭൪൨൪ ൫, 95950639». - ౧౫౧౦౧ ౩60౧౦ 
gb ado 0൨0൦0൦൭൬൬൦, b30e»33e»ob 306 06൭൬൬൭൦൬ aodmggbg- 
8969 Ed [൦൫09൯൦൨1 0൦൮100൨1 ൫൭൬൬൮0൯൪൨0 83950639594. 
bojmbmob godeobogmoobmdob Bhab 0൦൭൭9, Mo d3odq»39» 
damh gym 000൦1 oboma 0൭7൪൯ 599023230 HyJobommangdob 
069H330M, 6൫06൭ 0൦൫00൦0൨ [0608600600 355300563000» 
യാ ൭.9. 

aod ൭001൦ 600൦0൬൪൬൨൦ bojmbmnhn godeoboge@oo- 
boadab (മന്ദത, Homegbmdob) ൨൫൫൫൫00൮ ర్యట్రలుం 
(deodbobyH dob baghol Pamab 96s po ౮.6.) oydgo gb 
a90cbo3e»oobo0» 6൭0൩൯൬ 0010൦൦ 00൫066. 

895030635000 gadmygbgdob 0൦൭൭9൮൪൨ N, ര ॥,- 
Bogs - ohHZg~oe@o യന്ന നയ 6)യയറ്റുനറ൦ 


Bobsggm@gds, 3.0. 6380633«»90» bodyomgdob admggo dq30- 
doo CB, (Oo B, bodobe»360 godeobogmnsbemdol d3656- 


363900. 

00൦0൦0 bom 6350633e»»G0» 0d33dq«»393«0», Hodog- 
0൦൬ 933065090336 bobdgdedo 39e beo 000൦൬൪0൨ of 
00൬0൦, ൦൪ adengdo [൦൫0൯0൨1൦ po 0൩00൦0൮൪൨൮ bodyomg- 
6౧౦), 90൫൪൭0 doderng49930 po jodogé»q ൫൪൬൭൨49690൦ 3.0. 
00650939» 0606൯00൦ (0൫൫൯൦0൦-0000-൭൦൫൬൭൮00൦. da6030b 
൦൮൩൭0൦0൨ gb kab bobdgdob gobqbdo2gHq~mmdob 8൨0൦, 
Boobodmagm ym 306093900). 10൫6൫൯൦0൦0, J2930 «0003360 
o bob ൭൫0൬൮00൦ d30de»39» 3530300 bob(539ob 802303600 
0)30539», 96൫൬൭൬ 6060390൬ 36093690. 

Ogo 10൫6൫൯൦0൦൭ 00639», 0൨൨൫൮0൦00൨ 39693680» »6»- 
[090060൨120 bogdo ,bobomagdmm b5d30»cb" 0356339055030. 
00330600, godh&mdoab doman (mg&dmenbsdozob 0൮൩൫ 








aocosbsyso Bi 


177 


86MMd0@0NBd600 VS 6096000. Ned / 2018 


300൩00) d33dq»363e»0» boHhgbyd0b 100% M9306 a97q@moQ00. 

రంగం] gzmbmdagzo magab mogdo dmagogb dbodab3e»o- 
gobo ൫൦൬൬൭0൯൪൨൪ bbgopobbgo 6350633«»06393«» bogowgeb. 
0൦൫0൯൬൬൩ bobdgdedo  dgdexoob 336306030 0)ൃ൬൬റ൮൬റ 
dobo-mgdab dobo, Hodmgd0g 98236 deodmagdabsb avob 
doé33e»»« യ - 6306060, bogmmdn, 06൬00. 
0൦0൦൬൪00 doxoobo dobo googmoab podydoggonb 360 ob 
൫൦0൦൬൭000൬ (റയ po 600 bommum 36034905 
bobo 6౧౦౧౮౧0 0൯00൦0൪൦00. 

530e»33e»0b (05d:]053300b 932309 56500903 0100000൬൦0 
300000930900, 35000964333» 0൭൮10൮0൨ - ദു൦൭റ൨൮)൬റ 05000൨, 
Poco (00539390), bagohan, 0൭0൬00൦൫, ൭00൯൫൪൬൮൪൨, 350390, 
obo Jeno, 0൫900൨ യാ v.d. 

൨൨൪൮൮൬൭൫൨൬൮൪൨ 0൭0൬0001 000000൪൦ (0൦൫0൨൮0൦00 
യാര്‍൭)൬൮))൬റ 6001൦൬൮൪00 ൫൦൬൬൮൬0൯൪൭) yomndegds Jgd- 
0320 9൦൫൪൫൪൨1) 9390493103900: (9൦1൦൬൮0൨ deg3e»o- 
600) deboo, 3608356c3b35000 (00105൬൪൮ 006౧00౧6), 
൬൪൦൦൪൮൪0൭ (23569 061൬00 oMbgdmdob 006౧00౧0) 
5080020(930a66309» (൪൭൬0൯000൬൨ 2336463905 ൪൭൭൬൬൮0൯൪൦). 
0൦6൭0001 bogo@qd0 Hosrrdemeogjbowne 000008) 3. 

80390 00൬൨ 0010൦൦൬൮00 ౧౦౧౦, Hed 0൦10൬) 
൦൭൬൮൦൫ 343390305630» ర్య్రంల్య్రాల్తుగ్రంం0, oHobeoeogh o& 


LdIMNSIMHNLM 5589660265(0-360030032€C90 T5600 


(0339 890203053390b 9൦600൦0൦ (00 od 000൬1 abdgbbogmdo 
domomnd. 

G0633e»eg00b 00൬൪൮ bazoaz boboom@gd. dowomo 
abdgbbogmdom, 90൫൭൭4 donmbmsh o06d9g6ob dyodogme- 
bob, Hmdegdng go86md96 dgmHo@0 60010൬൮൪൨൦. 610000) 
bojopn dohomsms@ 6൬൭00൦ dobogon dobomgdnbogob wo 
Mogabosg0E@ [0൭൭0൯൦൭0 9൮൬൭൦൬൭൨ b30e»33e»00 90035363 
god gd0b danon ൪൭0. 

0൮൯൬൦0) ര്‍റ - 9൬൫00൮൪൨ dobsdg36b3r9ob ggo- 
37100307360 0൦൮100൨൦. od 0990൬0 ob(53bbo3c9» abio- 
൭൨൬൬൦൬ 94063» mam dbab ygqemo obq3b6603ce» 4394009900. 

000൬൮൦൭ be3eqQo - gboo 96000൦, Omdgmag mobsdy- 
(960033 ooojdob ദരം qo 
09900935603c»39» 6൫06൮ »oq3bo90b bbgo 0൪൦0൦൬001൦ wo 


03൩0൨00900 00000൬ 
dydobgomob 000൦൭൦൨൦. 0൭൦൮൬൯0൦, Hed 0൬൬൦0) wo 907൭) 
bogo@abomgab wodobobooogdgmns ydbodgbymm  deg3e»o- 
dob 0൦0൬൪൨, ൭൫൦ రెంల్లుంల్లుం 360335603539», dbndgbgmm- 
3960 ൬ഠ0000:)൭റ0൦ po COo30~MZ03707C~Odd, ൬00൦02൬൦. 
dm39d m0 dobsboomgdmgd0 dondgbymmgbop 3555500365335 
doo 00000100൦1. 


93൩0൯00൦00 90ഈറയറുറ)0റ്ധ (൬൨00൫൫൪0) 30503900» 
b50539b ൬൭൪ 09൬൦010൦ po 6035 ob 0൭0൭൬0൮൪0൨. dom- 


0൦൫0000൮ boz0e@qdab 35339» (5630506 33«»5(0» (bobodo 3) 


0799060030 
60953659350 





b56P36960b 9550599395 
sob 
50055369390 0390039395 Sob jú BI 
(8095, 
60306379€»06995q00 bob DIOS IVICWO Oo 
൬] godmygbgoobsmgob (3906 sy9o) 
0൮0൯൭൦൬൯൭൦ 








6039063:79€»069395q00 
0൦൫00൨ (2) 


6039063:79€»069395q00 
0൫൧൮0൨ (3) 







60939063:79€»06995q5 
b56835390 (4) 


178 





355500e9905 


99609 )60000 ൭൦൪൨൮൭൪൭൪൦ 
0050569395 


0റ൫റ൦ായൃറ 0»b5c»9350 


b365668«o 353803695 വ്യാ 


( 35005595600) ! 


൦൫൭൩൬൬൩൩ 
3600736990 
0൦൫൧0൮0൨൮൪ 955529305 
(85005595650) 


b3P359360b 956o53305 
(950059560) 


0000009800, AIMI MEMINI S, 93069565960 ൭൦ 0603౮660౧౮౮0 


a Abb doshbos, ൭നd గార్యింయుర్యుల్యల్లు g3mbedogedo Jobsbeng- 
dab ൪0൬ go@oo306d9db dob 00൦0൬൮൪൬൦൪ po dyodago 
0൬൭൫0000 dogmdotrymds (deobsbergmdob ydhogegbedo- 
bomgab ) ൨൮൪ a55300»6390b 356(33»c»0 931320. 

൭൨൦൫൭൭ 30] 5c ൪൭00൨10൫) ngm po 90690000൬൦, Hd 
madada [0൦൫0൯൦൬൭00 sheen g3mbeodozob 66൯൩൪൬൮0൦0. 
obobo Bho ob3éob ర౮ల089ఆ, HosdejbEes3 bo333093bo 
006౧0000 630365390 domggopno wo hoboggmgdo bogdo 
33000, hop 66൮0 0൦൫൭00, dom നറ 33c«»03076b. 

bo(303e»360 modadgdab gdo 355300»693553e»0 aye 
1970 Hengddo de5»e»360 ൬൦ 3003360 0൯൫൨൭001 dadeomg- 
dob 0൦൭൭൪), dbmamom 330bo9do3ob 06൦൭0 66൬0, dndogomn 
momdgdab 336033460300 po ൭.0. 

POLLO bosom »oobodbob ൭൩൦ 550560 330560» 
0൦60൨൭0000 dobodo0s(30983 bognom oe 00൨0൦൬൮൦ (qob3- 
dog. 900൫60൭൬൨0 60൬0൬ Hotode|dbae~n 3300903360 
dondgbymmdo 0൭100൬൬൪0൦ (59636000 gondompmb റ)ദുന0ാന- 
റൂറം ൬൦ 0൯10൬൪00 ൪6൬൪0൦൭0 (535300653000, bee 
൭൦൫0൮0൯0 ൮0൦0൫൨ 0൦൭0൮0൨0 1000൬൨൫൪൦൪ 93065939», o»b 
dodq3363e»eq 066030» od dybqdG0g0 റ്റ്ൂഖറ സററ. 

൦] 33050903360 19000൦0൯൪൦ ॥08൬റ)6൪0൨ 0൬൮൪൪൦൭൪൦0, 
൭൦൭൭0൯ 60൦0൬റ)ഠനനഠ ൭091, ൦൦0൦൦1, ൭0000൭൪01൦ wo 
0൦60൮0൪0 ൪0000൬൨൭0൦ 60൯൦0൬൨0൯0 g93mmmao to babig- 
0019൩300 60൦000 3269309, 00600 gzmmmanyh-gzmbmda- 
3360 Boom ൭6 Da6dcood9539». 000൫000൨) 33050903360 
bofdosdodob 0൦00333000 »bodoq»o(0360 bodo3gm jwmodob 
BooosoHdgdobob 069393» 39൯1൨൫൮000 Yeobobfommde 
യാ [൦൫0൪൨0൦00൦ 09൫൦൫0൪൮൪൨ 330»08076-33060903360 
60908000. 


6630౧౮౮606౮0౧ (206026006960: 


600൭൦ రిల అం౦0866000/0లఅ(66 0206030 


003൦0൦൮൬, obnadamogayha dImpgbgoo~@0, త0౧ర౧ల్రుగ్ర౧- 
360 (൫൮90൬൯൪൦ 935366030 3»5693dob mgm (൫90൬൩൪൦൦, 
ggmbabdgdobomgab 60൦00 ൫൦൪൭൦൮ doobdmddob 66൮0100൨, 
0൦6൭0൮001൦ po godmbodmmdgab sbodocoog0obs. 

൦] obodoq»eg0360 dojgbgose»o ൭൭ ൭൭0% b»3d» obo, 
00086൦ daqoboddo 3365 600൬01 ogob mogabyooe0 wodobdy- 
൨൮൪൨൪ g74bhogbo~mngdoe@eb, oy 0391320 306093930 ൭6 ౧౧౦౧౦౦ 
മാഗദ്റന്നറ[റb)൪൮൬റ. 

- 8൬0൯00൯൦00 homo mo 0൦൭൬൪൨ യാ 363630» Ogg- 


270M0HE900 (റ do(3e»0500, bummm yaqmo 0൦൪൩൬൩ 
3650346360 dam~mosbso 60൬൫൮൪൬൭൪ 0൯00൦൭൪൨0൦; 


- bogjoogóoo 33m 369)e€99» YZJ? JJO- 
3096 bsjo 3093, ൭൭ 0de»33» bod joemgdob, obobo aanggomob 
30൪൬൪൭൪൪൮൬ ൭൦0൦0). 

d06633e»0 റേരനര്‍്ം a693933b 0369oqobsdoaob 35bcb39b, 
bomm 0൮0൪൭ 4334039300», obo d93b63«39»00» 933360 
93mg 07600 bofroberals 5580500396030 bsbosoob ന്നറ. 

0093൦0൦൬, 33036 55e»0390b (33636559390 - dc9303- 
boo 0930323390, Hodmgdng ൭൪൫൦ Hob 35035q«»obpob393e»0 
doon gobdobmMyngemadeab dagé po 900൫൯0 ൭൫ dod3r39b dob 
൬3900൬൭൭൪൭൪൪൭) godeobheomgdo, 0൬0൪൭0 b00൫൪നനര്‍റി 
8HORgbgd0b 0൫൮യറററ്ം dmambmgb 1൦00860൩ 100൫0൦00 
bobgmd Pagel 56 33»b sc dobob5(07«»0, oboo 330650903360 
036033059905 0010000൦ 
bురింరిగుణ ohoggQqJHoobemdom,  330q030360-33065090o3360 


039040393000. gb ൭൯൭൪൫ 
60120000 marmmgaymomygdob doydmgdmmdom (0൨൮0൮൪ 
bododho 91000000൮0 0൦൭൭3), ൭103൬ Gago 30800000 
0:93053936393900, Hay 355306003030» door 35b300:56300b 


ഠ൪3൫൭൮൬നറ 36939000. 


1. 6൦6000 mgdmbzgogo 3. (2011). ൪൬൪൭൪൨൪ 35dc99b360b 33009035, (00൨൭൫൮0൬൯൭ , 360336 b5»q0", mdomobo. 
2. 200300 o. (2008). ൦0൦86൫ 3ന൪ന൪റ൭൨ 0൨൮൫൮0൨൪ «o6do639obs po 3»5b300»6300b 33050003360 qm» bene 


8Hmdengdgd0 ൦൦0൧൮൬൦൩൦0, od., 2008 


3. A. B. AH4CAMOBBiO (1994).. SKXONOTMUECKM MEHEAYKMEHT POCTOB- Ha- ൧0൧ ,PernKc“ 2009. 
4. Barry C. Field, Environmental economics, Mc. GRAW-HILL, INC. 
5. Environmentally sustainable economic development: building on Brundtland (1991). Paris, UNESCO. 


179 


GLOBALIZATION AND BUSINESS, Ne5 / 2018 


INTERNATIONAL SCIENTIFIC-PRACTICAL MAGAZINE 


ECONOMIC SYSTEM AND ENVIRONMENT 





NAIRA GALAKVARIDZE 
Professor of Georgian Technical University, Georgia 
nairagalakhvaridze@gmail.com 


ELDAR GUGAVA 
Professor of Georgian Technical University, Georgia 
eldargugava@hotmail.com 


https://doi.org/10.35945/gb.2018.05.027 


KEYWORDS: NATURAL RESOURCES, ECONOMIC MODEL, RAW MATERIALS. WASTE, FINAL PRODUCT. 


SUMMARY 

The usage of natural resources is to consume the natural 
resources to satisfy the needs of the society. 

At the same time, the traditional economic model of the 
revenue and welfare of the goodness suggests the interaction 
of household, firms and market access. 

A. All revenues are spent (not stored); 

B. There is no international trade; 

C. This model is a locked self-contained system. 

The economy can be divided into two subsystems - pro- 
duction and consumption. Each of them directly or indirectly 
uses environmental resources and creates "waste products" 
that contain all types of material substance (substance-Lat- 
in-origin, which is the basis for the first basis of all things and 
events) which can be exhibited in the atmosphere, discharged 
into water bodies or be deployed on the soil or in the ground. 

An important component of "waste products" is also en- 
ergy wastes in the form of heat, noise, magnetic field, radia- 
tion, vibration, etc. 

A substantial amount of material waste can be returned 
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to production, and the rest is partial. Energy wastes can also 
be used as partially. 

If the economic activity is within the borders, the 
environment has the ability to absorb, pollute and waste to 
assimilate the environmental system without damaging it 
then the ecological-economic damage will not arise. In the 
case of economic activity the balance of ecosystems is broken 
and the ecological economic consequences of negative 
ecological-economic results are created. 

Thus, externals (externals, which are not taken into 
account by their implementers and therefore do not affect 
its decisions) regulation of natural usage of processes seeks 
to interfere with the state's interference in the market 
economy by means of administrative or economic leverage. 
This can be explained by the market inefficiency, due to the 
impossibility of self-regulation of ecologic-economic systems 
at the expense of natural market mechanisms, as well as the 
peculiarities of a number of countries that are due to certain 
stages of their development. 
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SUMMARY 

Poverty is one of the major problems that is faced 
by the modern society. The representatives of different 
fields of social science investigate poverty and develop 
their own perceptions regarding to the problem. 

Given paper investigates poverty in psychological 
theory because psychological factors like human be- 
havior, decision-making and etc. could be considered as 
one of the most important aspects to staying poor. 

The development of psychological theories of pov- 
erty runs at least three periods: before 1980th psychol- 
ogists were based on the individual specific of poverty 
explanations; in period from 1980 until 2000 the role 
of the individuals in poverty explanations were added 
by situational (social environmental) understanding of 
poverty existence, while after 2000 the psychologists 
extended the methodological boundaries of investiga- 
tions and came to the multi-disciplinary understanding 
of poverty when acknowledged the impact of econom- 
ic, political and social factors as roots of poverty. 

Despite the evolution of psychologists’ perspec- 
tives on the causes and roots of poverty, psychological 
theories of poverty are focused more on the individuals 
and their differences. Some of those theories, in par- 
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ticular Intelligence-based psychological theories, con- 
sider poverty as result of cognitive deficiencies. Other 
theories assume psychological sickness, psychological 
disturbance and moral deficiencies as a cause of pov- 
erty. For example, based on the Freud's explanations of 
the ego as a part of the psyche that perceives the reali- 
ty of the external world through assumption of conflict 
between inner and outer pressures, the psychological 
theories explain the poor's dependence on the state in 
terms of character disorders of the welfare recipients 
and account this psychiatric deviation as the factor that 
keeps the poor in poverty 

The article studied various theories of poverty such as: 

1) Attribution Theory that is divided into internal 
and external attributions. Internal (dispositional) attri- 
bution explains human behavior by personal character- 
istic and possibilities of an individual, while an external 
(situational) attribution is based on the situational ex- 
planation of the human's behavior; 

2) “Depletable” self-control theory represents 
the conflicts between the aspirations and abilities of the 
human being; 

3) Distancing theory which determines poverty as 
a psychological problem of separated classes. 
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SUMMARY 

The North American Free Trade Association (NAFTA) was 
founded in 1994 and includes the US, Canada and Mexico. 
Most of the tariff and non-tariff barriers were abolished 
after the agreement went into force. The Association has 
significantly contributed to deepening trade between 
member states and the growth of investments. 

NAFTA is an example of how the member states can 
benefit from free trade. Although NAFTA was established 
just 24 years ago, the benefits brought by it to the member 
countries are quite significant; in particular, gross domestic 
product (GDP) of the member countries increased, the GDP 
per capita increased, employment rate grew. NAFTA provides 
an example that free trade has and will have a future. 
According to various studies, since 1993 the number of the 
employed has grown by 40 million people. It should be noted 
that the U.S. export to Canada grew from 100 million USD 
in 1993 to 267 million USD in 2016 and to Mexico from 142 
million USD to 498 million USD. The U.S. import from Canada 
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amounted to 111 million USD in 1993 and 278 million USD in 
2016; while import from Mexico grew from 151 million USD 
to 572 million USD. Every fourth job in Mexico depends on 
the export sector. 

The majority of economic analysis shows that NAFTA 
is beneficial for the economy of North America and the 
residents of the member countries; however, it damaged a 
number of sectors. In addition, it is argued that withdrawal 
from NAFTA and restoring trade barriers will negatively affect 
U.S. economy and expenses. However, Mexico will be much 
more affected as jobs will be reduced and economic growth 
will slow down both in short and long term perspectives. 

NAFTA has great support in the U.S. (as well as in Canada 
and Mexico). The survey by Gallup conducted in February 
2017 showed that over 70% of Americans consider that 
NAFTA was good for America. 

Georgia has trade and economic (and not only) relations 
with NAFTA member countries, especially with its strategic 
partner US. 
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1. INTRODUCTION 


Our eastern neighbours play a significant role in shaping 
the European Union’s foreign policy. Its main objective is 
to establish new and strengthen existing relations between 
the EU and the eastern neighbours by tightening political 
cooperation and economic integration. The dimension of 
the EU’s external policy is defined by the Eastern Partnership 
Programme (EaP), launched in 2009. It covers six countries, 
namely Ukraine, Belarus, Moldova, Georgia, Azerbaijan 
and Armenia. It aims at making these countries closer to 
the EU and ultimately signing association agreements and 
establishing free trade areas between the EU and the partner 
country’. In the past, the new binding legal framework for 
cooperation has been concluded only with Ukraine, Moldova 
and Georgia’. Belarus, Armenia and Azerbaijan, due to their 
complex internal situation, have not established closer 
relations within the EaP. 

On 27 June 2014, the EU signed the association 
agreements with Georgia and Moldova. They fully entered 
into force on 1 July 2016, but the most important and the most 


thttps://ec.europa.eu/neighbourhood-enlargement/neigh- 
bourhood/eastern-partnership en (27.04.2018) 

? Michalewski T. Association agreements with the EU under the East- 
ern Partnership — selected issues, [in:] Sadowski M. (ed.) Studies on 
law, administration and political thought, University of Wroctaw, 2015. 


extensive part of those agreements, namely the agreements 
on the deep and comprehensive free trade area (DCFTA), 
has, in most cases, already been applied temporarily since 
September 2014. The association agreements are to gradually 
integrate these countries into the EU market. This process is to 
be possible thanks to, inter alia, lifting most customs duties and 
trade barriers and adapting to the Union standards. In turn, the 
EU-Ukraine DCFTA entered into force on 1 January 2016. 

The objective of this paper is to assess the impact of the 
DCFTA concluded between the European Union and Georgia 
on agri-food trade in Poland, including the competitiveness of 
Polish food producers in this market. This has been preceded 
by a description of agri-food trade of Poland with Georgia, 
analysis of barriers to mutual trade and overview of the 
most important provisions of the DCFTA agreements on the 
liberalisation of trade in agri-food products. 

The source of data on foreign trade flows in agri-food 
products was the UN Comtrade database. As the European 
Union, the paper means 28 Member States. On the other hand, 
agri-food products include products from HS sections 01-24. 


2. AGRI-FOOD TRADE BETWEEN POLAND AND GEORGIA 
Polish trade with Georgia is steadily increasing. A 


particularly dynamic increase in the export of Polish food to 
the Georgian market took place after 2010. In the years 2010- 


Chart 1. Polish agri-food trade with Georgia, in million USD 
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2016, the value of the Polish export to Georgia increased 
more than four times, up to USD 28.7 million (Chart 1). Since 
2011, Poland has been recording a positive and growing trade 
balance, which in 2016 reached a record-breaking value of 
USD 21.3 million. Poland exports to Georgia mainly sugar and 
confectionery as well as animal fats, while imports wine, nuts 
and spices (Table 1). In 2016, Poland was the sixth largest — 
after Russia, Ukraine, Turkey, Brazil and Germany — supplier 
of food to Georgia. For a comparison, in 2010 Poland was 
ranked eighteenth. It should be stressed, however, that in 
2016 Poland was the second, after Ukraine, largest supplier 
of sugar to the Georgian market. 

In the years 2014-2016, Poland obtained from trade 
with Georgia the highest positive balance of trade in sugar, 
meat and offal and animal fats. In turn, the deficit took place 
in trade in alcoholic beverages (wine), fruit and nuts. It is 
worth stressing that in the analysed period Georgia had a 
permanent deficit in trade in those products. 


3. BARRIERS TO TRADE BETWEEN THE EUROPEAN 
UNION AND GEORGIA 


Tariff barriers 
The EaP countries, including Georgia, even prior to the 


conclusion of the DCFTA were covered by the generalized 
schemes of tariff preferences (GSP), under which the 
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European Union grants unilateral customs preferences to the 
developing and least developed countries so as to support 
their development by providing additional income from 
international trade?. The basic principle of the GSP system is 
to reduce customs rates for sensitive goods to 3.5 pp and to 
completely lift customs rates for non-sensitive goods. The GSP 
system covers about half of tariff items of the EU common 
customs tariff, relating to agri-food products*. This means 
that, before the conclusion of the DCFTA, the EU import from 
Georgia took place on preferential terms, but they were much 
lower than those provided for in the free trade agreements. 


Scope of liberalisation 


Under the EU-Georgia DCFTA Act, all customs duties 
have been lifted in the import of Georgia from the EU. The 
EU lifted customs duties on all products except garlic. In the 


? Regulation of the European Parliament and of the Council (EU) 
No 978/2012 of 25 October 2012 applying a scheme of generalised 
tariff preferences; http://eur-lex.europa.eu/legal-content/PL/TXT/ 
HTML/?uri=CELEX:02012R0978-20160101&qid=1455871043509 &- 
from=PL 

^t. Ambroziak, Effect of the European Union-Ukraine free trade 
agreement on the Polish agri-food import from Ukraine, Studies and 
Works of the Faculty of Economics and Management University of 
Szczecin, 2017, p. 11. 


Table 1. Trade in agri-food products between Poland and 
Georgia (on an annual average basis in the years 2014-2016) 
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import of garlic, a duty-free tariff quota of 220 tonnes has 
been established. In addition to the quota, the import of 
garlic took place at the MFN rate. Moreover, in the import 
of certain fruit and vegetables to the EU the entry price? has 
been introduced and another fifteen categories of products 
have been covered by the anti-circumvention mechanism 
(Table 2). Under this mechanism, the average annual import 
volume from Georgia into the Union has been adopted for 
each category of such products and defined as the threshold 
value. Where the import reaches 8096 of the threshold value, 
Georgia is required to provide the Union with a justification for 
the capacity to produce products to be exported to the Union 
in the quantity exceeding that specified in the agreement. In 
the absence of such justification, the European Union may 
suspend the preferential treatment of those products. 

Georgia, which has the poorly developed agri-food sector 
and is a net food importer, has fully opened up its market 
to agri-food products from the EU. On the other hand, the 
European Union has maintained the protection of the most 
sensitive products by introducing a mechanism preventing 
the groundless use of the preferences granted. 


Non-tariff barriers 


The free trade agreements concluded by the European 
Union also govern the issues other than tariff barriers, 
e.g. sanitary and phytosanitary standards (SPS). The main 
objective of including the issues governing the application of 
these standards in the agreements concluded is to minimise 
the negative impact of the existing SPS measures on trade 
while ensuring the protection of life and health of humans, 
animals and plants. The agreements concluded by the EU are 


? They were: tomatoes, cucumbers, artichokes, courgettes, oranges, 
clementines, monreals and satsumas, tangerines, tangelos, lemons, 
grapes, apples, pears, apricots, cherries, sweet cherries, nectarines, 
peaches, plums, grape juice, grape concentrate, grape must. 
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very similar in these terms. They relate, in particular, to the 
issues such as the approximation of the regulatory system, 
recognition of the status of the parties in terms of animal and 
plant health, application of the regionalisation principle and 
establishment of a mechanism to recognise the equivalence 
of measures maintained by the party. 

Under each agreement, the Subcommittee for Sanitary 
and Phytosanitary Management (SPS Subcommittee) is 
established, which is a kind of platform for exchanging 
information and making it possible to develop a common 
position on the standards, guidelines and recommendations 
as part of each SPS. 

In the EU-Georgia DCFTA, SPS measures refer to the 
standards for food and feed additives (i.e.: food additives, 
processing aids, food flavourings, food enzymes as well as feed 
additives, feed materials, undesirable substances in feed) and 
for animal welfare (stunning and slaughter of animals, transport 
of animals, rearing of animals), as well as other measures such 
as food disinfection chemicals or growth hormones. 

An important issue governed by the EU SPS agreements 
is the conditions and provisions for the temporary approval 
of companies producing animal or vegetable products. In 
accordance with the agreement, the partners recognise the 
competence of the EU institutions to control and monitor 
the production's compliance with the EU food safety 
requirements based on appropriate guarantees provided by 
the party without prior on-the-spot inspections’. 


Rules of origin 


Rules of origin (RoO) specify the criteria to be met if a 
given productisto be consideredto originate in a given country 


° Annex VIII to the Association Agreement between the European 
Union and the European Atomic Energy Community and their Mem- 
ber States, of the one part, and Georgia, of the other part. L261/4 
30.08.2014 


Table 2. Products covered by the anti-cirrumvention mechanism in the import from Georgia into the EU 
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or region and if the exporter is to make use of preferential 
customs duties. According to the nature of the DCFTA, 
only products coming from one party may use preferences 
provided they meet specific additional requirements. 

In the analysed agreement, products originating in the 
given country are those which have been fully obtained in 
the given country (including plant products harvested there 
and live animals born and bred there, products derived from 
live animals bred there) as well as products obtained in the 
given country and containing materials which have not been 
fully obtained there, provided that those materials have 
undergone sufficient treatment or processing in the European 
Union. The RoO also takes into account the principle of 
insufficient treatment or processing which includes, inter alia, 
operations to ensure the preservation of products in good 
condition during transport and storage. 


Geographical indications 


The free trade agreements also govern the intellectual 
property rights, including the protection of geographical 
indications (GI). A geographical indication is a wordy 
indication referring, directly or indirectly, to the name of 
a place, town, region or country (land) which identifies 
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the goods as originating from there, if the specific quality, 
reputation or other characteristics are attributable mainly 
to the geographical origin of these goods. The European 
Union recognises two types of GI for foodstuffs — Protected 
Designation of Origin (PDO) and Protected Geographical 
Indication (PGI)/ — and similar categories for wines and spirits. 

The GI protection is of major importance for the Union 
producers, both economic and cultural, therefore in the EU's 
interest is to extend the protection of these names also in 
international markets. As of 12 March 2018, the number of 
registered food product names with geographical indications 
(excluding wines and spirits) in the DOOR database was 
1,425. Most protected names came from Italy (295), France 
(246), and Spain (195). In Poland, 39 products are currently 
registered (8 PDO, 22 PGI and 9 GTS). 

Within the framework of the DCFTA, the EU has secured 
the selected 805 GIS for food products in the Georgian 
market, including six Gl originating in Poland i.e.: Bryndza 


7 The third category are traditional products, which are designat- 
ed as Traditional Specialities Guaranteed (TSG), the production of 
which does not have to be linked to a specific geographical area, 
hence they are not officially classified Gl. Currently, Poland has 9 TSG 
registered, while the entire EU — 56. 


Table 12. RCA indices for the agri-food export of Poland to Georgia and for the agri-food export of 
Georgia to Poland (on average in the years 2014-2016) 
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Podhalańska, Oscypek, Wielkopolski Ser Smazony, Midd 
Wrzosowy z Borów Dolnoslgskich, Andruty Kaliskie and Rogal 
Swietomarciriski. In addition, the geographical indications of 
eighteen Georgian wines are to be protected in the European 
Union. Among the EU-protected Gl there are 3 alcoholic 
products from Poland, i.e. ,,Polska wódka, Wódka ziotowa 
z Niziny Pótnocnopodlaskiej aromatyzowana ekstraktem z 
trawy zubrowej and Polish Cherry. 


4. IMPACT OF THE EU-GEORGIA DCFTA ON THE 
COMPETITIVENESS OF POLISH FOOD PRODUCERS 


In order to show the comparative advantages in trade 
between Poland and Georgia, the competitive position in 
the Polish and Georgian agri-food export has been assessed 
by means of the Revealed Comparative Advantages index 
(RCA). The RCA index is interpreted as follows: if the share of 
a given group of goods in the export of the given country to 
the specific market is higher than the share of that group of 
goods in the global export to that market (RCA » 1), then this 
given country has the comparative advantage in the export 
to this market. Otherwise, it does not have such advantage’. 

Analysis of the competitive position of Poland and 
Georgia shows that in the export to Georgia Poland had 
the comparative advantage in eleven product groups the 
largest of which concerned plant extracts, fruit and vegetable 
products, cocoa products and confectionery. In turn, in the 
Polish market Georgia had the comparative advantage in five 
product groups, including the largest in the export of non- 
alcoholic and alcoholic beverages (mainly wine), fruit and 


More on this cf. t. Ambroziak, |. Szczepaniak, Monitoring and 
assessment of the competitiveness of Polish food producers (4) 
Competitive position, series Multi-Annual Programme 2011-2014, 
No 74, IAFE-NRI, Warsaw 2013. 
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nuts. Both Poland in the Georgian market and Georgia in the 
Polish market had the competitive advantage in the export of 
fruit and vegetable products. 

The trade preferences granted by the EU to Georgia, 
which is a small food producer and exporter, had little effect 
on the Polish import. What mostly increased in the analysed 
period was the import of wines from Georgia. This means 
that the import from this country is rather complementary 
to the domestic offer and is not any threat to the domestic 
production. It seems that there are further possibilities for 
the development of the Polish export to the Georgian market, 
which is a net food importer, and its residents have a positive 
attitude towards Poland. 


5. CONCLUSION 


The signing of the EU-Georgia DCFTA opens up new 
opportunities for national producers of agri-food products 
and provides opportunities to benefit from the liberalisation 
of trade for both parties. The agreement is expected to act 
in the long term, and its positive effect depends, first and 
foremost, on whether the partner country actually adopts 
and then deploys the EU regulations contained therein. 

From the Polish viewpoint, Georgia is not a significant 
trading partner. However, for many Polish companies, the 
entry into the Georgian market may be a part of the export 
diversification strategy aimed at reducing their dependence 
on sales to the EU Member States. The systematic increase 
in the Polish export to the Georgian market in recent years 
may indicate that Polish products are competitive in the 
Georgian market and the Georgians have a friendly attitude 
towards products originating in Poland. Poland imports from 
Georgia mainly wine and nuts, vegetables and fruit, which 
complement the domestic offer. 
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SUMMARY 

The EU signed the Association Agreements with 
Georgia on 27 June 2014. Substantial part of this Agreement, 
including the DCFTA sections are provisionally applied as of 
1 September 2014. The agreements with Georgia have been 
ratified and officially entered into force in July 2016. Underthe 
DCFTA, the EU and Georgia removed all their import duties on 
agricultural products. However, it seems that more important 
are non-tariff barriers in mutual trade because EU and 
Georgia had different approaches to food safety and different 
regulations. The purpose of this article is to assess the impact 
of DCFTA UE-Georgia on the development of agri-food trade 


between Poland and Georgia. From the Polish perspective, 
Georgia is not a significant trading partner. However, for 
many Polish companies, the Georgian market may be a part 
of the export diversification strategy, which aims to reduce 
their dependence on sales to EU Member States. It seems 
that there are further opportunities for the development of 
Polish food export to Georgia. Poland imports from Georgia 
mainly wine, nuts and fruits, which are complementary to the 
domestic production. It can be expected that Gls protection 
may bring benefits to Georgian producers of wine, for which 
demand in the EU, including Poland, is systematically growing. 
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We analyzed 20 mathematical models used in the 
assessment of enterprise’s financial stability: models of 
Altman's five-factor (4 models), Altman Sabato, Richard Taffler, 
Olson, Dzvizhevskiy, Springate, Fulmer, Diupon (two models), 
Lisi, Lego, Conan and Golden, Deplane, Chesser, Irkutsk State 
Economic Academy, Perfiliev and Shermeta. Their advantages 
and difficulties in practical use in underdevelopment and post- 
soviet countries (such as Georgia) have been identified. Our 
goal is to select and develop a model from the mathematical 
models used in the assessment of enterprise's financial 
stability under simulation mode that will enable us without 
statistical data to: 

1. Proof the possibility to evaluate the financial position 
of the enterprise with selected economic indicators, based 
on modeling; 2. Calculate the probability of reliability / 
unreliability of each of the indicator and the combination of 
indicators by considering the possible financial conditions 
of the enterprise; 3. calculate in the selected mathematical 
model the share of each indicator and the combination 
of indicators in the financial position of the enterprise; 
4. implement the modeling of impact share of each of the 
indicator and the combination of indicators to the expected 
financial condition of the enterprise; 5. Show the financial 
development strategies of the enterprise based on the 
modeling; 6. Calculate the risk of a financially unstable 
enterprise and to develop ways to prevent it; 7. Choose the 
optimal option for development the enterprise and to use 
this option to monitor the financial stability of the enterprise, 
based on modeling; 8. Assess the enterprise's financial 
stability and to predict the enterprise's bankruptcy, based on 
the actual data. 

Given the nature of economics, apart from the selected 
indicators in any model, it is important to determine the 
values of the bi coefficients of this model. According to the 
model authors and some researchers, any mathematical 
model for assessment the enterprise's financial stability is 
common for this type of enterprise and country and it can 
be used in any country. This thesis is not empirical and it is 
proved by experiments. In this way, scientific researches can 
not lead to the desired results in countries where there is 
not available long-term statistical data about the bankruptcy. 
Such countries are the developing countries of the post-soviet 
space. That is why there is an idea to develop an approach 
which will allow us to provide the basis for the economical- 
mathematical model of the enterprise's financial stability 
about bankruptcy, when there is no statistical data available. 
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1.1.Method for Task Solution 

We have two ways for realizing this task: 

The First, in the economic mathematical model, the 
logical links between the selected economic indicators 
should be considered. Assess the financial stability of the 
enterprise by comparing actual values with normative values 
of indicators evaluated by expert(s); 

The second is to develop an individual economic- 
mathematical model of financial stability assessment and 
prediction for a particular enterprise. 

With our developed computer simulator FINSIM- 
PRO2018, the second approach for developing the economic- 
mathematical model of enterprises’ financial stability and 
prediction is realized. FINSIM1-PRO2018 is written in VB.NET 
programming language, the data base is organized in SQL 
Server [1]. The program has multilingual support. It has 
Georgian, English and other languages support. 

Out of the 20 models we have reviewed to develop an 
economic-mathematical model for the financial stability of 
the enterprise, 14 models are used in the simulator: models 
of Altman (4 models), Altman-Sabato, Fulmer, Springate, 
Dzvizhevskiy, Olson, Conan-Golden, Taffler, Lego, Lisi, Chesser. 

The essence of the second approach for developing 
the economic-mathematical model for enterprise's financial 
stability and prediction is as follows: 

The first: m; € M model will be selected from the 
chosen range of models and the average of input arguments 
(indicators) in the model will be calculated according to the 
actual data of the S; enterprise. 

There comes a task when arguments (indicators) of 
model f; = Const in the Z = f;  k, equation, ky values of the 
input coefficients (variables) are to be found in the model. 
To find the values of the coefficients in which Z shows the 
stability of the enterprise's financial stability or to calculate 
the different values of Z for the different values of the variable 
(coefficients) in their A changing dynamics. Thus, multiple 
options of Z are calculated that are different from the values 
of input coefficients. The evaluation of the results by the rules 
adopted in the chosen model of any option is automatically 
carried out; 

The second: optimal option will be selected from the 
range of options. Optimization criteria is a minimum of 
bankruptcy prediction error. The economic-mathematical 
model for assessment of financial stability 5; enterprise is 
different from the reference m; € M model by values of the 
coefficients; 
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The third: Next step is to modify the model by the actual 
data of the S;enterprise. Here comes a task different from the 
first task. While in the Z =f, Ø k, equation f; = Const coefficients 
of the model, the f; input arguments (variables) in the model 
are to be found. To find values for t;, (= 1, n year for which Z 
shows the stability of the enterprise's financial stability or to 
calculate the different values of Z, for the different values of 
the variable (coefficients) in their A changing dynamics. 

For any m; € M models, multiple options of the plan are 
calculated for t;, ( 2 1, n year. Then the optimal option will be 
chosen from the vast majority of the plans. The optimization 
criteria is the minimum of bankruptcy prediction error. This 
model is used as a guide for enterprise's financial stability and 
bankruptcy prediction. 

Both tasks are the tasks of optimization. Out of the 14 
models we discussed, for two models (Fulmer, Olsen) it is 
a non-linear optimization task and for the rest 12 models - 
linear optimization. 

Based on the reference model, the process of 
development of economic-mathematical model for 5; 
enterprise's financial stability with the simulation method 
FINSIM-PRO2018 is as follows /fig.1/: 

Any student or specialist can start working with FINSIM- 
PRO2018. In the first time student starts working with the 
system, he/she enters his/her personal number, name and 
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surname. Before or after the start of identification, the 
student can get acquainted with the technology to start 
working with the system by the video clip. 

The next stage of identification is to select an enterprise. 
In the database there is stored the actual data of enterprises 
operating stable and even one bankrupted enterprise sorted 
with the fields. At the same time, in the list of enterprises 
there is added one entry called "Virtual Enterprise". Using the 
example of a virtual enterprise, the student must select such 
values of economic indicators (arguments) that result the 
enterprise being financially stable or bankrupt. 

After selecting the enterprise, the list of models existing 
in the system will be dropped-down. By clicking on one of the 
title, the model description, purpose, scope of use, clear look 
of the model with description of economic indicators used in 
model, rules for evaluating financial stability of the enterprise 
calculation result, an integral measure of the enterprise 
financial stability assessment by Z. 

After the model selection, the main window will be 
opened in which simulation is carried out. Here it can also 
be called the video to get acquainted with modeling process. 
Thus, the enterprise is selected, average of the indicators 
(arguments) in the model is displayed with default, the model 
is shown and the coefficients within it. 


Fig.1. Stages of development of economic-mathematical model for enterprise’s financial stability assessment and prediction. 


1. Calculate the minimum, maximum and average values of the input arguments 
(indicators) in the m; € M model according to the selected actual data of the 5; 


2. When the arguments of the model f; — 


Const find the values of the Kt input 


coefficients (variables) in the model for which Z shows the stability of the financial 
sustainability. f; = Const is the average of actual values of indicators 








3. Calculate values of Z when the input coefficients in the model are changed by A 


4. Such value of Z 1s detected from the range of Z, at which the enterprise bankruptcy 
prediction error will be minimal 


Model Adjustment with Actual Data 


5. When model coefficientsk, — Const, then for k, — Const year such values of f; 


input arguments in the model to be found for which Z shows the financial stability of 
the enterprise 


6. Repeat the third and fourth sections 
7. Selection of the reference model with a logical probabilistic method 
8. Check the model 
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The first Step of Simulation 

The values of the arguments in the model are constant 
and coefficients are variable. The default minimum value of 
the ratio is 0,001. We calculate a minimum, and maximum 
values of Z and values of Zin a specified range of values by the 
indicated set step / Fig. 2 / 


Fig.2. Main window of simulation - simulation results are 
presented in the table, figure 
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Value of A step is determined by us. Number of iteration 
= (Z Z Zon MA. Naturally, the question arises what should 
be the value of A. At this stage we can limit ourselves with 
general advice - A must be the value that the number of 
iteration and the calculation time is not great. The calculation 
results are reflected in animated and sound effects, in the 
form of multi-optional plan [1] 

In addition to multiple options of the plan, we can 
calculate the desired value of Z and see with what values of 
the arguments can it be achieved 


The Second Step of Simulation 

At this stage our goal is to test the possibility of using 
the selected model to assess the financial stability of the 
enterprise. We choose one of the coefficients obtained in the 
preceding stage of modeling and performing modeling, while 
the values of the coefficients are constant and the values of 
the arguments are changed. The actual, minimum, maximum 
values of Z are calculated and the multiple options of Z in 
their values range/Fig. 2/ 

Similar works are performed for a failed enterprise. 

The modeling results are reflected in Excel for further 
analysis. After closing the form depicted on Fig. 3, student 
conducts analyzing of results. The purpose of the analysis is 
to evaluate the modeling results and select a particular model 
for implementation of the enterprise's financial stability and 
bankruptcy prediction. Selection criteria for n option of 

Mi, € m! i model is the following: Select the option for 
which the difference of Z values between financially stable 
and bankrupted enterprises is minimal. As a block-scheme, it 
can visualized as follows: /Fig. 3/ 
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For selection of the final option of the model, modeling 
is carried out with other models also. After completion the 
simulation by a student, Excel will introduce a sum sheet of 
simulation results. The data analysis is carried out with some 
algorithms. Student chooses and justifies selection of the 
reference option of model. 

After selecting the reference option the student 
performs modeling of reference option with one variable. The 
result of modeling is to determine the weight of arguments 
in the model. It shows the importance of the argument in 
the model. This enables the financial analyst to redistribute 
the resources so that the enterprise's financial stability is 
maintained.[3] 

The final stage of simulation is the integral assessment 
of the student knowledge. The reference model and virtual 
enterprise is taken for the base. The input values indicators 
(arguments) in the model of virtual enterprise are zero. The 
purpose of the modeling is to select such values taking into 
account the weight of the indicators in the model on the basis 
of which the value of the calculated Z will fall into the stability 
or bankruptcy zone. 

The final stage of simulation is debriefing. Here the 
examination of simulation results is conducted by the teacher. 
During the debriefing, the teacher discusses the work done 
by each student (group). Analysis of the findings made by the 
students is carried out by the teacher by using of the special 
program. 

In / 6/ the requirements for the debriefing leader are 
not new. It is fully detailed in the method of management 
of intellectual processes - in the work/4/ devoted to the 
psycho- evrestical programming method. Student's opinions 
and proposals expressed during the group discussions will be 
taken into consideration by the lecturer. 


Conclusions and recommendations: 

1. In the current economic-mathematical models for 
enterprise's financial stability and bankruptcy prediction 
there are considered the specifics of the economy, industry 
and enterprises of developed countries. One of the bases of 
modeling is the statistics of enterprise bankruptcy; 


Fig.3. Block scheme to select a reference option 
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2. There is no bankruptcy statistics in the post-soviet 
and developing countries. Therefore, it is necessary to find a 
method that will allow us to select a model from economical- 
mathematical models without processing statistical data of 
the enterprises’ bankruptcy, considering only the features of 
the economy, industry and enterprise of this country and to 
develop the obvious face of this model with its modification. 

3. Simulation method is used as a method of realization 
of the task. 

With the program package FINSIM-PRO2018 developed 
by us in simulation mode is implemented: 

e Selection of the value of input coefficients in the 
model without changing the content of arguments; 

e Changing the content of one or more arguments 
in the base model selected from the range of models and 
choosing the values of the coefficients from the minimum 
value (from 0.001) to the value of the coefficients in the 
base model (to the maximum value). Within the bounds of 
the minimum and maximum values, the integral value of the 
model, of coefficient Z, with the change of A step; 


e Calculation of weight fo j= 1,2...K 
Va; a; € Mist = 1,2,....n, 


m, E M 
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e Calculation of Z and making predictions based on 
the actual value of the selected enterprise or the actual value 
of ti year. Examination of the prediction made with the model 
based on data of a similar bankrupt enterprise; 

e Visualization of any calculation results with tables, 
diagrams, animated effects, sound, and reports. 

1. By FINSIM-PRO2018 it is implemented: at the design 
stage - development of the economic-mathematical model 
of the enterprise, and at the functioning stage - assessment 
of enterprise's financial sustainability e and bankruptcy 
prediction for any period of time. 

2. FINSIM-PRO2018 is an important component for 
training a financial analyst. In simulation mode the student 
chooses and justifies selection of the reference an option of 
the model, performs modeling on the reference option with 
one variable. The result of modeling is to determine the weight 
of input arguments in the model. It shows the importance of 
argument in the model. This allows the financial analyst to 
redistribute the resources so that the enterprise's financial 
stability is maintained. 
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SUMMARY 

FINSIM-PRO2018 is an important component for 
training a financial analyst. In simulation mode the student 
chooses and justifies selection of the reference option of 
model, performs modeling on the reference option with one 
variable. The result of modeling is to determine the weight 
of input arguments in the model. It shows the importance 
of argument in the model. This allows the financial analyst 
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to redistribute the resources so that the enterprise's 
financial stability is maintained. The final stage of teaching 
is - debriefing. Here the examination of simulation results is 
conducted by a teacher. During the debriefing, the teacher 
examines the work performed and conclusions made by each 
student (group). Analysis of the conclusions made by the 
students is carried out by a special program. 


EDUCATION, TECHNOLOGIES, INFORMATION, COMMUNICATION 


AND TOURISM IN TERMS OF GLOBALIZATION 


MAIA AZMAIPARASHVILI 


TOURIST RESOURCES AS A REGIONAL TOURISM 


DEVELOPMENT FACTOR 





MAIA AZMAIPARASHVILI 

Doctor of Agricultural Sciences 

Associate Professor, European University, Georgia 
Maiaazmaiparashvili@gmail.com 


https://doi.org/10.35945/gb.2018.05.032 


KEYWORDS: TRAVEL, REGIONAL TOURISM, GEORGIAN MARKET, INTERNATIONAL VISITORS, 


WINE TOURISM, DEVELOPMENT 


Travel and Tourism is one of the largest and fastest 
growing service industries globally. For rapid growth, it is 
recognized as the economic phenomenon of the century. 
In many countries, tourism plays a significant role in the 
formation of GDP, creating new jobs, providing employment. 
Tourism has a huge impact on such key economic sectors as 
transportation, communications, construction, agriculture, as 
acts a catalyst for socio-economic development. 

Tourism in the view of most people is associated with 
relaxation, new experiences, fun. It is firmly established in 
the life of a man with his natural desire to learn and discover 
uncharted territory, monuments of nature, history and 
culture, customs and traditions of different people. 

According to the World Travel and Tourism Council 
(WTTC), the industry’s direct contribution to world GDP in 
2016 was 2.3 Trillion USD (3.1% of GDP) and it supported 
109 million jobs. However, taking into account the combined 
direct and indirect impact of travel andtourism, the WTTC 
assesses the total economic contribution of this sector to 
be 10.2% of world GDP in 2016. It is responsible for 1 in 11 
jobs, 4.4% of total economic investment and 6.6% of world 
exports (Economic Impact of Travel and Tourism 2017, Annual 
Update, WTTC). 

The work refers to the opportunities of Georgia in 
turning into one of the leader leading players of the world’s 
tourism market. 

Georgia is known in the world, as the crossroad of the 
ancient civilizations. The country historically distinguishes 
with geographical and cultural diversity. In this small territory 
different landscapes are gathered, started from the humid 
subtropics and finished with the glaciers. Unique natural- 
climatic conditions, water resources, great Caucasus mountain 
range, mineral waters, urbanized cities pose Georgia the 
possibility to establish itself in the world of tourism. 

Georgia is one of the most unique tourist countries in 
the world. We aim to help visitors discover its diversity and 
richness, leaving them with a lasting desire to return. 

Georgia is distinguished by recreational with the diversity 
of resources, culture and nature monuments, the main 
purpose of forming motivation for tourism travel Element. 

Georgia is the most important resort - travel country, the 
picturesque nature, landscapes, permanent snow and glaciers 
of the Caucasus mountain range, Subtropical zone of the 
Black Sea, rivers, waterfalls, karst caves, resorts and mineral 
springs, history, culture and natural resources contributes 


to the unique sites, or recreational resort - recreational 
development. 

Recreational resources and according to the nature 
several recreational areas are allocated in Georgia. Each 
of them is different from each other with specializations, 
facilities design and development potential. Among the 
interesting: 

Mtskheta — one of the best places of Georgia is just 
20 km from Tbilisi, at the confluence of the Mtkvari and 
Aragvi rivers, the town is located on an ancient trade route. 
Archaeologists have unearthed the evidence of Mtskheta’s 
status as a major trading post. Glass perfume bottles, Greek 
and Aramaic writings, pottery, metalwork and jewelry have 
all been unearthed in abundance here, and many examples 
are on show in the town’s museum. Due to its historical 
significance and several cultural monuments, the “Historical 
Monuments of Mtskheta” became a UNESCO World Heritage 
Site in 1994. Svetitskhoveli Cathedral (11th century) and Jvari 
Monastery (6th century) in Mtskheta are amongst the most 
significant monuments of Georgian Christian architecture. 
Svetistkhoveli Cathedral is the second largest church building 
in the country, after the recently consecrated Holy Trinity 
Cathedral in Tbilisi, and is listed as an UNESCO World Heritage 
Site along with other historical monuments of Mtskheta 
(https://en.unesco.org/). 

The Ushguli villages contain buildings that are part of 
the UNESCO Heritage site of Upper Svaneti. Preserved by its 
long isolation, the Upper Svaneti region of the Caucasus is an 
exceptional example of mountain scenery with medieval-type 
villages and tower-houses. The village of Chazhashi still has 
more than 200 of these very unusual tower-houses, which 
were used both as dwellings and as defensive posts against 
the invaders who plagued the region. Set in the topmost 
reaches of the Enguri valley beneath the snow-covered massif 
of Mt Shkhara (5193m), Georgia's highest peak, Ushguli is an 
unbelievably picturesque spot. With more than 20 ancient 
Svanetian towers, it has been on the Unesco World Heritage 
List since 1996. This community of four villages, a 47km, 2%- 
hour drive southeast from Mestia, reaches up to 2100m above 
sea level and has a claim to be Europe's highest permanently 
inhabited settlement (Katamadze, 2013:695-698). 

Georgia has all the makings of the next great wine 
destination: the world's longest-running unbroken wine 
tradition, hundreds of indigenous grape varieties, stunning 
landscapes and a band of vintners espousing natural methods. 
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Focus on Georgian Wines and the Traditional Method of 
Winemaking Georgia, a land of 520 grape varieties and an 
8000 year history of winemaking, proudly maintains its status 
as the birthplace of wine. Millenia of viticulture in Georgia 
and entrenched traditions that have grown up around wine 
and winemaking have made it inseparable from the country’s 
national identity.Some remarkable facts about Georgian 
wines — including the fact that many are still made in clay pots 
called qvevri, buried in the ground as they were in Neolithic 
times — have begun to spark curiosity amongst destination 
tourists (Janxoteli, 2005: 54-58). 

The main function of protected areas is to protect the 
natural heritage of Georgia. In addition, they have other 
functions, one of which is to contribute to ecotourism 
development. Over time, it has becomes clear to Georgian 
society that protected areas aren’t banned territories, but 
can also be used for tourist purposes. 

There are 88 different categories of protected areas in 
Georgia: 14 Strict Nature Reserves, 11 National Parks, 42 
Natural Monuments, 19 Managed Natural Reserves and 2 
Protected Landscapes. The total size of all protected areas is 
597,556 ha, which comprises 8.57% of the total territory of 
the country. The number of visitors registered in protected 
areas in 2016 was 734,874. Compared to the previous year, 
this was a growth rate 41.8%. Out of the total number of 
visitors, 42% were foreigners (http://apa.gov.ge/ge/). 

The tourism development in the Protected Areas in 
Georgia is very intensive. It brings recognition of natural 
attractions of Georgia, but also a pressure to develop new 
infrastructure, products andservices, to offer more information 
and interpretation about nature, biodiversity, wilderness and 
also cultural heritage as well as to manage better challenges 
of increasing visitation such as bad access roads to PAs, 
problems with water, electricity or IT, or problems with waste 
management. Thus APA and PAs administrations are all the 
time balancing their primary activities related to nature 
conservation, protection and management, and activities 
that should meet the demand and expected experiences of 
visitors. This relates also to budget and its allocation. 


The number of international arrivals in Georgia reached 
a record number of 6,350,825 in 2016, which are 449,731 
more than the previous year representing annual growth of 
7.6%. The greatest number of visitors hailed from Azerbaijan 
(1,523,075, an increase of 9.3%), followed by Armenia 
(1,496,246, an increase of 1.9%) and Turkey (1,254,089 — a 
decreased of 9.9% from last year). 1,037,564 Russian visitors 
visited Georgia in 2016, which is a full 12% more than in 2015, 
while visits from Ukraine increased by 21.8%, amounting to 
172,631 people. 

The year-on-year statistics for visitors from Europe 
also show positive signs. The total number of travelers from 
Lithuania, Latvia, Czech Republic, Bulgaria and Germany has 
all significantly increased. An exceptional increase in arrivals 
was observed from the following countries: Iran (+485%), 
India (+ 199%), Saudi Arabia (+ 116%), the Philippines 
(+89%), Oman (+75%), and China (+46%). The income from 
international tourism has also increased, amounting to USD 
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1.7 billion in three quarters of 2016. That represents USD 177 
million more than figures from the previous year. 

In January — April, 2018 the number of international 
arrivals in Georgia amounted to 2,060,264, showing an 
increase of 15.9% compared to the same period of previous 
year. Out of the total number of visits, 937,370 lasted longer 
than 24 hours (+27.2%). The majority of foreign travelers were 
Azerbaijanian (-0.5%), Armenian (+8.7%), Turkish (+23.9%), 
Russian (+31.2%) and Iranian (+69.3%). 

A positive trend in arrivals was also observed among 
citizens of the European Union countries. A notable increase 
was registered of Estonian +83.1%, Latvian +55.8%, British 
+46.6%, Spanish +43.9%, Dutch +38.4% and French +24.4% 
travelers. Exceptional growth in arrivals was recorded of 
citizens of the following countries: Kuwait +111.4%, Iran 
+69.3%, China +58.2%, Saudi Arabia +57.9% and Israel +49.7% 
(www.gnta.ge). 

Georgian market is small with the volume and therefore 
the domestic market is not enough for the development the 
tourism with the high temps. And outdoor tourist market is 
difficult to be assimilated for the tour-products of Georgia. 
Therefore, domestic market saturation with the local tour- 
goods and then its mass export is the first line problem of 
the macro-economic for our country. And tourism, compared 
with the other branches, distinguishes with the high level in 
solving this problem, because both the export and the local 
use of the touristic production is directly oriented on the 
extension of the domestic market. Therefore, it can be said 
with conviction that it is necessary determination of the real 
role of the tourism and of the resorts branch in the world 
economy (Berishvili, 2012:345). 

For the increasing the competitiveness of the tourism in 
Georgia and in order to take its place in the world market 
especially great importance is given to the advertising of 
the country's touristic sights, Georgia's active presentation 
as the new country and its introduction for the rest of the 
world. Tourism is the image of our world. Its development is 
impossible without taking into account the number of factors 
affecting on it: 1. Tourism will not develop, if the country 
is not stable politically and economically; 2. Development 
of the tourism is impossible without the country's overall 
socio-economic prosperity; 3. Tourism needs the developed 
infrastructure of the hydropower complex, railway and 
motorways line with the international standards, vehicles of 
high standards; 4. For the development international tourism 
in Georgia it is also needed the regulated banking and 
insurance system, public order and democratic relationships 
based on the rule of law inside the country; 5. Developing 
Georgia's brand and positioning its tourism industry on the 
international market; 6. Increasing Georgia's competitiveness 
with similar tourist markets; 7. market share growth; 
infrastructure development; 8. Improvement of the service 
sphere; 9. Education quality enhancement; 10. Attracting 
investors and promoting the local private sector through 
effective partnership and cooperative development. 

State has the leading role in planning the development 
of the tourism. Exactly it regulates the priorities of the 
branch development, in order to avoid the sharp economic 
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fluctuations - crisis or natural development, especially in 
the regions having the fragile eco-systems. In this sphere 
it is impossible the growth of the role of the state without 
elaborating the state program of the complex development 
of the tourism. 

Georgia has the great possibilities in order to develop 
the touristic business successfully. The great efforts are 
needed to turn the perspective from possibility into work. 

Georgia has the great possibilities to become the 
recipient country of the tourists. However, the tourists visiting 
from the civilized countries need the high-class services and 
infrastructure. From this point of view, it is important to 
enact such policies of the tourism, which will be based on 
internationally approbated requirements, on the provision 
of the touristic service quality and standard. Reaching to 
the mentioned international standards is simplified in the 
conditions of the active cooperation with the world’s tourism 
organization. 

In XXI century’s Georgia tourism must be formated as the 
economic branch of the sustainable development, because it 
can bring many positive results for our country. Namely these 
are the following: 1. Employment (among them in alternative 
branches and regions); 2. The Fight against the poverty; 3.To 
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get incomes by the state, in the form of taxes and foreign 
currency; 4.Development of infrastructure; 5. Multiplication 
effects; 6.Diversification Of the Economy; 7.Development of 
the local Culture and art; 8.Promotion of the environment 
protection and 9.Formation of the international peace and 
understanding. Exactly for this, for its social-economical 
importance the tourism is considered as the phenomenon of 
XXI century. 

Thus, in the strategic directions of the economical 
development of Georgia tourism seems as an important 
priority. Georgia has the great potential opportunities to 
obtain the status of the tourist recipient country, however, 
the tourists visiting from the civilized countries need the 
high-class services and infrastructure. From this point of 
view, it is important to enact such policies of the tourism, 
which will be based on the provision of the touristic service 
quality and standard, it is very actual the active cooperation 
with the world's tourism organization, within which must be 
occur the determination of the directions of the international 
regulation of the tourism, because in the conditions of the 
international collaboration during the development of the 
tourism happen getting of the experience and assistance. 
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SUMMARY 
The work refers to the opportunities of Georgia in and promotion in the world of centuries-old indigenous of 
turning into the one of the leading players of the world’s Georgian nation, its history and cultural heritage. However, 
tourism market. The development of tourism in Georgia is of tourism can become a major source of replenishment of the 
great importance both to the socio-economic point of view, Georgian budget and monetary resources. 
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1- INTRODUCTION 

Successful implementation of construction projects is 
one of the key factors for economic development of every 
country. Every year, a major part of the countries' capital is 
allocated to civil and infrastructure projects most of which 
are implemented with delay. Construction projects are often 
criticized for overrunning time and budgets. 

Experience and the literature revealed that success- 
ful construction projects should be completed before proj- 
ect due dates and within budget. Therefore, causes of time 
delay are of critical importance to the profitability of most 
construction projects. Many researchershave identified these 
problems as factors that affect the delay in construction proj- 
ects and will affect company's performance and overall econ- 
omy of the country as well. The delay in construction projects 
by many factors is usually linked to the performance of time, 
cost, and quality. Meanwhile, identification and evaluating 
factors causing delay in construction projects have been car- 
ried out in the last decade; however, a deeper understanding 
is still needed to improve that. A construction project is com- 
monly acknowledged as successful when it is completed on 
time, within budget, in accordance with specifications and to 
stakeholders' satisfaction (Aziz, 2013) 

In this research causes of delay for oil and gas construc- 
tion projects in Iran are taken into consideration. In this re- 
spect, the factors are defined using fuzzy Delphi method. 

The article is structured as follows: In Section 2, litera- 
ture review is presented. Summarized explanations about 
fuzzy Delphi method are given in Section 3. Findings are dealt 
with in Section 4. Finally, Section 5 concludes the paper. 


2- LITERATURE REVIEW 

Over the years, professionals and researchers from dif- 
ferent countries have investigated various aspects of delays in 
construction projects. Some of these studies are listed below: 

The most important causes of delays in construction 
projects with traditional type contracts from the viewpoint 
of construction, contractors, and consultants were identified 
byOdeh and Battaineh (2001). 

Frimpong et al. (2003) identified causes of delay and cost 
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overruns in construction of groundwater projects in Ghana. 

A survey on time performance of different types of con- 
struction projects in Saudi Arabia was conducted by Assaf & Al- 
Hejji(2006)to determine the causes of delay and their impor- 
tance according to each of the project participants consisted of 
the owner, consultant and the contractor. 

A questionnaire survey was conducted by Sambasivan 
and Soon (2007) to solicit the causes and effects of delay in 
Malaysian construction industry from clients, consultants, and 
contractors viewpoint. 

Le-Hoai et al. (2008) employed a questionnaire survey to 
elicit the causes of delay and cost overruns in Vietnam large 
construction projects. 

Sweis et al. (2008)identified and classified causes of con- 
struction delays in residential projects in Jordan. 

Salama et al.(2008) investigated the main causes of delays 
within oil and gas projects in UAE. The research method com- 
prised interviews with experts for the purpose of identifying 
the most important factors leading to time overruns. 

Causes of delay in construction projects in the oil and gas 
industry in the Persian Gulf cooperation council countries were 
investigated byRuqaishi and Bashir (2009). 

Hamzah et al.(2011)identified cause of construction delay 
in Malaysia. There were two main types of delay: excusable 
and non-excusable delays. 

Ravand and Salahi(2011) examined the causes of delays 
in the implementation of oil and gas industrial projects in Iran. 
These factors were investigated in five groups consisted of 
weaknesses in basic studies, lack of expert labor, lack of timely 
funding, contractual ambiguities and other problems. 

Factors affecting delays in Indian construction projects 
were analyzed by Doloi et al.(2012). Using a regression mod- 
el,the reasons that affect the overall delay of the project sig- 
nificantly were indicated. 

Fallahnejad (2013)identified and ranked the causes of de- 
lay in gas pipeline projects in Iran. 24 executed gas pipeline 
projects were studied and extracted delay factors were con- 
ferred with experts from several disciplines. 

Aziz (2013)determined various factors causing delay 
in construction projects in Egypt. Ninety-nine factors were 
short-listed to be made part of the questionnaire survey and 
were identified and categorized into nine major categories 
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consist of consultant, contractor, design, equipment, exter- 
nal, labor, material, owner and project related factors. 

Sunjka and Jacob (2013) determined the most important 
causes of project delays in Niger Delta region. They designed a 
questionnaire that could be adapted for the collection of multi- 
variate data from project practitioners in the mentioned region. 

Project pathology and leading causes of delay in the 
projects of zone 3 of Iranian Gas Transmission Company were 
investigated by Atafar and Eghbali (2014). Some managers 
and experts were interviewed. 

Marzouk and El-Rasas (2014)presented a list of con- 
struction delay causes retrieved from literature. The feedback 
of construction experts was obtained through interviews. 

Gluszak & Lesniak (2015)studied construction delays 
from the client's perspective. Three basic categories of delay 
in construction works were caused by the contractor, investor 
and, external. 

Rahimi et al. (2015)investigated the reasons of delay in 
Iran Gas Field. These reasons have been ranked using TOPSIS 
method which is a multi-criteria method. 

Delay causes of road construction projects in Egypt were 
explored by Aziz and Abdel-Hakam(2016). A questionnaire 
and personal interviews formed the basis of this paper listing 
293 delay causes. 

Causes of construction delays in construction projects 
were studied by Gundaz and AbuHasssn (2016). Data collec- 
tion was carried out through an online web survey system. 

Alzara et al. (2016)identified the major causes of a uni- 
versity (in northern Saudi Arabia) construction project delays. 
The University's delay factors were then compared to delay 
factors experienced on Saudi construction projects, identified 
by performing a literature research. 
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Al-Hazim et al.(2017) investigated factors causing comple- 
tion delay and cost overrun in infrastructure projects in Jordan. 

Gebrehiwet and Luo (2017)investigated the typical caus- 
es of delay at different stages of construction and its effect in 
the Ethiopian construction projects. The methodologies used 
in this research were relative important index and correlation 
coefficient. 


3 - FUZZY DELPHI METHOD 

The traditional Delphi method has obvious weakness- 
es including its subjectivity and time-consuming features. 
To overcome these shortcomings, a number of scholars pro- 
posed certain optimized methods, the most representativeof 
which is the fuzzy Delphi method developed by Murrayet al. 
(1985), which combines fuzzy theory and the Delphimethod. 
In the fuzzy Delphi method, the experts' judgments arerepre- 
sented by fuzzy numbers. Then, the subjective opinions are- 
transformed into objective data through a fuzzy operation. 
This study uses thefuzzy Delphi method to obtain the evalua- 
tion indicators of causes of delay for oil and gas construction 
projects in Iran. The procedure of the fuzzyDelphi method 
used in this study is as follows: 

Step 1: Collect the decision of the group experts. The 
judgment ofevery expert on every evaluation indicator is ob- 
tained using thesemantic variables in the questionnaire. In 
this study, the evaluationlinguistic term is set, and the trian- 
gular fuzzy numbers areshown in Table 1. 

Step 2: Calculate the evaluation values of every indicator 
accordingto the triangular fuzzy number. Suppose that the 
evaluationvalue of the importance of the kth indicator given 
by the ith expert is. Then, the fuzzy weight of the kthindicator 
is defined as: 


Step 1: Collect the decision of the group experts. The judgment ofevery expert on every evaluation indicator is 


obtained using thesemantic variables in the questionnaire. In this study, the evaluationlinguistic term is set, 


and the triangular fuzzy numbers areshown in Table 1. 


Step 2: Calculate the evaluation values of every indicator accordingto the triangular fuzzy number. Suppose 


that the evaluationvalue of the 


importance of the kth 


indicator given by the ith expert is 


Wir =—(4,,.5,,.¢,,), T= 1,2,...,m - Then, the fuzzy weight of the kthindicator is defined as: 


Well BT, & =12,....n 


(1) 


1 m 
where ൨, = min(a, ), B, = pa ,andY, = max(c,, ) 
| i=l 


Step 3: Defuzzification. To obtain the final weight $, the fuzzy weight of every evaluation indicator is defuzzied 


using a simplecenter of gravity method by Equation (2). 


ടം 


(2) 


Step 4: Set a threshold ౧ so as to select the more importantevaluation indicators from the total group. If 


S. > p,the kth indicatoris retained; if S. < p, the kth indicator is abandoned. In practice, 


if we want more indicators, r is set at a smaller value, while conversely, D is set at a larger one(Zhang, 2017). 
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Table 1: Evaluation linguistic term set and its corre sponding triangular fuzzy numbers. 


Fuzzy linguistic scale Evaluation linguistic term set Triangular fuzzy numbers (a,b,c) 





4- FINDINGS and environmental factors by referring to related literature 


In order to construct an integrated evaluation index sys- 
tem, this study determines the owner, contractor, consultant, 
equipment, workforce, materials, design, contract, and con- 


tractual relations, laws and regulations, managerialfactors, bellow: 


1. Owner 


Financial problems and delay in payment 

Unrealistic contract duration 

Delay in reviewing and approving documents 

Slowness in decision making and administrative bureaucracy 
Poor communication and coordination with other parties 
Delay in site delivery 

Technical weakness 

Delay in material delivery 

Interference of owner 

Types of biding and rewards 

Ineffective incentives and penalties 

Change of managers 

Failure to resolve the conflicts at the right time 

Lack of experience 

Inappropriate feasibility study ofthe project 


2. Contractor 


Financial problems 

Inadequate experience 

Poor management and site supervision 

Rework to correct undesirable work 

Inappropriate construction methods 

Poor communication and coordination with other parties 
Inappropriate project planning and scheduling 

Problems with subcontractors 

Weak project management 

Lack of technical personnel in the contractor’s organization 
Improper pricing by contractors to win the bid 


. Consultant 


Weak communication and coordination with other parties 

Inadequate experience 

Delay in conducting inspection and testing 

Delay in reviewing and approving design, drawings and ... 

Ambiguities and mistakes in specifications and drawings and documents 
Technical and managerial weakness 

Poor contract management 

Quality assurance / control 
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and by consulting Iranian experts in the field of oil and gas 
project management. Then, this study presents the initial 
evaluation indicators from the eleven aspects mentioned 
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e Lack of adequate supervision during the conduct of geotechnical studies 

4. Equipment 

e Frequent failure of equipment 

e Shortage of equipment 

e Low efficiency of equipment 

e Inappropriate selection of equipment 

e Slow mobilization of equipment 

e Lack of high-tech mechanical equipment 

5. Workforce 

e Low productivity 

e [ow motivation 

e Shortage of workforce 

e Personal differences of employees 

e Nationality 

6- Materials 

e Shortage of materials 

e Delay in delivery of materials 

e Low quality 

e Changes in price 

e Changes in the type and characteristics of materials 

e Damage of stored materials 

e Problems with providing materials at current official prices 

e Difficulties in obtaining construction materials 

7. Design 

e Mistakes and discrepancies in design documents 

e Unclear and inadequate details in drawings 

e Un-use of advanced engineering design software 

e Changes in design 

e Misunderstanding of owner requirements by design engineer 

8. Contract and contractual relations 

e Mistakes and disputes in the contract documents 

e Changes in orders 

e Lack of communication between the parties 

e Major disputes and negotiations 

e Inappropriate organizational structure linking to the project 

9. Laws and regulations: 

e Changes in laws and regulations 

e Weaknesses in the laws and regulations 

e Tax laws, tariffs and customs duties 

10. Managerial factors 

e Absence of areal system for managers’ performance measurement 

e Failure to appoint managers based on their performance evaluation 

e Governmental management systems and therefore no need to provide feedback in case of any deviations in time and 
cost and quality of projects 

11. Environmental factors 

e Unexpected geological conditions 

e Weather conditions 

e Incidental events such as flood, earthquake, and storm 

e Sanction 

e Inflation 

e Economic changes such as changes in exchange rate 

e Problem with neighbors 

e Change in government policies 
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Given the background, this study adopts the fuzzy Del- 
phi method to determine the final representative indicators. 
Taking into account the advantages of the fuzzy Delphi meth- 
od, this study collects the experts’ judgments through a two- 
round survey. In order to ensure that the results are more 
reliable, we select Iranian experts who work as an oil and gas 
construction project manager with at least 10 years of experi- 
ence in this field. Every expert was asked to assess the impor- 
tance per indicator according to the triangular fuzzy numbers 
shown in Table 1. Then, this study uses Equations (1) and (2) 
to deal with the data and obtain the values in Columns 3 to 6. 

Regarding the threshold Shen et al. (2010) pointed out 
that its value depends on the fuzzy linguistic scale and the us- 
er’s preference. Generally, the greater the series of the fuzzy 
linguistic scale the smaller and vice versa. In addition, if users 
want more indicators, they can set the threshold small, and 
vice versa. In this study, we adopt the 9 fuzzy scale; we simul- 
taneously consider the representative of the indicators and 
the higher management efficiency. Thus, this study sets the, 
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with the mean for moderate and important. The final causes 
of delay are listed in the Table 2. 


5 - CONCLUSION 

This study quantitatively investigates the selection of 
causes of delay in oil and gas construction projects using fuzzy 
Delphi approach. In this regard, first of all the factors were 
determined by referring to related literature and by consult- 
ing Iranian experts in the field of oil and gas project manage- 
ment.Eleven factors were introduced as causes of delay in oil 
and gas construction project. These were consisted of owner, 
contractor, consultant, equipment, workforce, materials, de- 
sign, contract and contractual relations, laws and regulations, 
managerial factors, and environmental factors. Then using 
fuzzy Delphi method and by collecting the experts’ judgments 
through a two-round survey the important factors were de- 
fined. The results are useful for decision makers in the way of 
reducing or omitting the delay factors and timely implemen- 
tation of the projects. 


Table 2: The factors causes delay in oil and gas construction projects in Iran. 









Dimension 


Indicators 


പിണ്ടി 
അന്നന്ന്‌ delivery — 
[ [mwesofbidngandrewars — 
| Inappropriate feasibility study of the project 


Inappropriate construction methods 


Problems with subcontractors 
Weak project management 


Consultant Inadequate experience 
Delay in conducting inspection and testing 


Ambiguities and mistakes in specifications and 
drawings and documents 


pe Inappropriate project planning and scheduling 


Rework to correct undesirable work 
Technical and managerial weakness 


Min 









പ [towmoton — 


Contract and Inappropriate organizational structure linking to 


contractual the project 
relations 


Improper pricing by contractors to win the bid 


7 





7 


N 
I 
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Laws and Changes in laws and regulations 3 6.2 
[ణం 
Managerial Absence of a real system for managers’ 5 7.8 7.3 
factors performance measurement 
Failure to appoint managers based on their 5 7.4 Tal 
പലി 


Governmental management systems and 5 75 
therefore no need to provide feedback in case 

of any deviations in time and cost and quality of 

projects 


Environmental | Sanction ls la le |73 — 
factors Inflation ls a  |s [74 | 


Economic changes such as changes in exchange 5 bns gom 
rate 
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SUMMARY 
One of the challenges project managers are dealt with is 
management of delay in construction projects. Organizations 
particularly pay special attention to the efficient manage- 
ment of projects and make a lot of efforts to achieve this goal 
by reducing delay in projects. Analyzing the factors causing 
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delay is essential with the aim of omitting them and timely 
implementation of these projects. On account of the impor- 
tance of oil and gas projects, in this research the factors caus- 
ing delay in oil and gas construction projects are taken in to 
the consideration. These factors are identified by using fuzzy 
Delphi method. 
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INTRODUCTION 

The audit risk is one of the most complex categories of 
the audit, which determines the auditor’s opinion regarding 
the reliability of reporting. The assessment of the audit risk 
is one of the mandatory requirements of the International 
Standards on Auditing (Nadezhda Kvatashidze, 2016). It is 
commonly agreed that only in case of the acceptable value 
of the overall risk can an auditor decide whether the financial 
statement of the audited entity is reliable. 

The scholarly views on the nature of the audit risk and 
its determinants vary significantly (AHMAD KHATEEB, 2015). 

The scholarly research resulted in the formation of the 
audit risk model implying interaction and mutual influence of 
the three determinants: the inherent risk, controls risk and 
risk of invisibility (Levan Sabauri, 2017).The research also led 
to the development of the qualitative and quantitative risk 
assessment methods. 

As against a wide range of approaches to the audit 
risk assessment, there is a general scholarly consensus 
regarding its management. From the very beginning, the 
auditors recognized uncontrollability of the overall audit risk 
elements, such as the inherent and controls risks as against 
the risk of invisibility relatively controllable by the auditor 
which may be reduced through a number of means (Sabauri, 
Levan; Kvatashidze, Nadezhda, 2016). 

Largely due to the above-mentioned prevalent view, the 
audit risk management tasks were not defined. No attempt 
was made at developing the risk management methodology 
either. 

Therefore, the present status of the audit risk assessment 
and management does not comply with the increasingly 
stringent requirements regarding the quality of the audit, 
which adds up to the urgency of this study (Sabauri, Levan; 
Kvatashidze, Nadezhda, 2018). 

The objective of the study is the development of the 
comprehensive approach to the audit risk management and 
its testing at the audit firms. 

The Object and Methods of the Study 

The object of the study is the audit risk as the probability 
of the auditor’s error which may occur in the verification of 
reliability of the financial statement. 

Also, the object of the study is the systematic audit risk 


management. The research is based on the dialectic method. 
We also applied the systematic, process approaches, as well 
as the applicable and special methods. 

The practice of the audit and an in-depth analysis of the 
audit risk model may make the generally accepted approach 
to the audit risk management somewhat questionable for 
the reasons below: 

Firstly, the probability of significant reduction of the 
inherent and controls risks in the repeated audit performed 
by the audit firm regularly engaged by a commercial entity 
is quite high (Levan Sabauri, 2016).The fact is that if the 
attitude of the Management of an entity to the audit is 
adequate, its accounts office and the internal control 
units will take preventive measures regarding the system 
and methodological errors and try to comply with the 
recommendations provided in the audit report. 

Secondly, in the stage-by-stage auditing of a reporting 
period performed as a part of the customer service, the 
auditor may also influence the inherent and controls risks, 
which reduce as the audit progresses. 

Thirdly, management of the overall audit risk by “the 
traditional method” of the invisibility risk reduction is 
impossible without monitoring the “risk explosion” during 
the audit and the efficient, regularly adjusted risk prevention 
measures envisaged by the audit program. 

Finally, the material inaccuracies of the risk assessment 
can be eliminated by means of due analysis of the inherent 
risk management in terms of completeness, adequacy and 
actual performance of the accounting policy. 

Also, we believe that the reduction measures of the 
invisibility risk, which may be considered as the only one to 
be possibly influenced by the auditor, call for a larger scope 
and more complex audit procedures, which understandingly 
increase the costs and take longer. Both these factors make it 
harder to achieve the objective of the audit due to the issues 
below: 

- the higher the prime cost of the audit, the smaller its 
cost efficiency; 

- prolongation of the audit period may result in 
the delayed information supply to the users of financial 
statements; 

- the longer the audit, the costlier the service, which 
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may result in the refusal of the Management of a company to 
revise the contract value; 

- because of the lack of time and money, the auditor 
may refuse to provide his opinion and thus make the audit a 
failure as its objective of diminishing the information risk was 
not achieved. 

Therefore, it seems necessary for the auditor to 
put forward a hypothesis as to the influence on all the 
determinants of the audit risk (the invisibility, controls 
and inherent risks) and its possible management (Michael 
Gibbins, Steven Salterio, Alan Webb, 2001). 


THE RESULTS AND REVIEW 

In order to vindicate the hypothesis and its practicability, 
the author suggests his comprehensive approach to the audit 
risk management. 

The approach is based on the positioning of the rolling 
audit repeated by the audit risk management procedures and 
stages, which makes it possible to put together the proposals 
in terms of feasibility and the information supply. In the 
development of the audit risk management approach, special 
attention should be paid to the ways of direct influence 
on all the risk determinants and their involvement in its 
management (Levan Sabauri, 2015). 


The suggested approach implies that the first-stage audit 
during which the auditor thoroughly familiarizes himself with 
the activities of the audited entity should rely on the results 
of analysis in terms of completeness, adequacy and actual 
implementation of the entity’s accounting policies. The 
additions and relevant changes to the accounting policy of 
the audited entity make it possible to reduce the inherent 
risk even before the audit has been planned. The information 
on how much the inherent risk has been reduced is applied 
for adjustment of the initial planning parameters of the 
audit (stage 2). The repeated rolling audit method and the 
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“risk explosion” monitoring and balancing are applied in the 
third-stage material audit. The method implies a repeated 
audit of an entity by the regularly engaged audit firm. It is 
also employed in the customer service for a stage-by-stage 
an audit in a reporting period. The repeated rolling audit 
influences the inherent and controls risks. The risk monitoring 
results and the balancing measures affect reduction of 
the invisibility risk. By means of the feedback, the amount 
of reduction of all the risks is to be taken into account in 
updating the audit program. 

After the third-stage audit, the information concerning 
the detected material deflections and errors together with 
the actual value of the audit risk is to be analyzed for the 
purpose of the assumptions underlying the audit opinion on 
the reliability of the financial statement verified in the final- 
stage audit (Taylan Altintas, 2010). 

The procedures and methodological solutions of 
the approach demonstrate the potential of the audit risk 
management by influencing all rather than the invisibility risk 
solely which makes the comprehensive management of the 
overall audit risk possible. By employing the comprehensive 
approach, the audit firms can significantly reduce the audit 
risk. 

In order to check the above approach, we conducted a 
set of tests implying the auditor’s influence on the status and 
dynamics of the audit risk determinants during a mandatory 
audit. The approach was applied in auditing the 2015 financial 
statements of some of the industrial, commercial and service 
entities. Below, there are the results of employment of the 
repeated rolling audit method, a part of the aforementioned 
comprehensive approach. 

The assessment results of the internal control system 
(ICS) in the reporting year may be set out in the auditor’s 
summary working paper showing how much the value of the 
controls risk changed in the investigated period (Fig. 1). 


Fig. 1. The Controls Risk Dynamics in the Employment of the Repeated Rolling Audit Method 
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Status of the Budget and counterparty 
settlement 


The owner and management support to 
the accounting policy 


Retention of the assets 


The Management ready to correct errors | Inapplicable 
Introduction of the performance 
standards and control over the Inapplicable 


fulfillment 


Analysis of the reasons behind the gap 


between the standard and actual Inapplicable 


indicators 
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No affect on the 
reliability of the 
financial statement 
Action Taken and 
omissions 
eliminated 

Action Taken and 
omissions 
eliminated 
Omissions 

The Management 
ready to correct 
errors 


No affect on the 


reliability 


No affect on the 
reliability 


l Insignificant 
Snap stock-taking 3 5 
N 


As shown in table 1, the cooperation between the 
auditor and the accounting office staff of the audited 
entity resulted in the reduction of the controls risk to the 
acceptable level which makes the auditor’s opinion regarding 
the reliability of the financial statement trustworthy. The 
summary paper is fairly informative in terms of dynamics of 
the controls risk. The situation in question makes it clear that 
employment of the repeated rolling audit techniques makes 
it possible to avoid most of the omissions detected in the 
reporting year. 

The uneliminated omissions: the minor gap between 
the stock-taking results and accounting data; insufficient 
professional development and skill-sharing among the 
accounting office staff; irregular snap stock-taking (David 
Hay, W Robert Knechel, Helen Ling, 2008). It should be said 
though that the omissions have but minor affect on the 
reliability of the financial statement. However, that does not 
mean that the auditor’s opinion should not be taken into 
account. 

The figure below shows the controls risk dynamics in 
the audited enterprises, where the comprehensive approach 
comprising the repeated rolling audit techniques was tested. 

Obviously, employment repeated rolling audit 
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techniques made it possible to significantly reduce the 
controls risk of all the companies where the comprehensive 
approach was tested. The tests also confirmed 10% cut of 
the audit costs, which is another evidence of its efficiency in 
terms of the audit risk management. 


CONCLUSIONS 

1. The auditor and the enterprise can affect the 
material inacuraces’ risk. 

2. The audit risk management tooks: the rolling audit 
technique, use of the research analysis results, adequacy of 
the accounting policy and its actual pursuance, the ongoing 
monitoring and balancing the inherent and controls risk 
“explosion” by affecting the invisibility risk. 

3. The auditor plays a key role in the audit risk 
management. 

4. The auditor-enterprise work may bring down the 
audit risk to the acceptable level, cut the audit time and 
upgrade its quality. 

5. Application of the suggested comprehensive 
approach in the audit confirms the hypothesis of the auditor’s 
potential influence on each and every determinant of the 
audit risk. 
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Fig 2. The controls risk dynamics where the repeated rolling audit technique is employed. 
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SUMMARY 
The paper describes the problems concerning assess- to manage it by influencing all its determinants and the way 
ment of the audit risk and its management on the initial plan- the audit firms apply it for the sake of time-saving in the mea- 
ning and further stages of audit. It also deals with a compre- surement of the control risk. We also developed the audit risk 
hensive approach to the audit risk, which makes it possible management logic chart. 
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INTRODUCTION 

The effectiveness of a fiscal policy is a major factor in 
determining macroeconomic performance. The Georgian 
government has sought to use its taxation, spending and 
borrowing powers to manipulate the allocation of scare 
resources to achieve economic stability and growth. Despite 
this impressive objective, the results of the fiscal policy in our 
country are far from favorable. Georgia nowadays is facing 
serious problems in this sphere. 

Following the present level of the public debt of Georgia, 
the work considers the evaluation of the fiscal sustainability 
of the country and identification and control of the risks 
influencing the fiscal sustainability as one of the factors 
determining the macro-economic sustainability of the country. 

Fiscal sustainability implies fiscal policies consistent with 
stability and growth. It means: low inflation, avoidance of pro- 
cyclical policy, debt sustainability and medium term growth. 

Fiscal sustainability is often used more narrowly to mean 
public debt sustainability. If fiscal policies are inconsistent 
with the above goals we term them ‘unsustainable” 

High inflation, high real interest rates, financial crises, 
low private sector investment, pro-cyclical policies such 
as high spending when revenues are high, over valuated 
exchange ratesand current account deficits, can be symptoms 
of unsustainable fiscal policies. 

Public debt is sustainable when the government can 
continue servicing it without requiring an unrealistically 
(from a social and political point of view) large correction to 
its future revenue or primary expenditure path. 

In practice, debt sustainability is assessed by checking 
whether debt is on a declining path while remaining below 
certain thresholds. 

Related concepts are: 

Solvency: the current debt stock is fully covered by the 
present discounted value of all expected future primary 
balances. 

Liquidity: ability to meet existing obligations. 

Thresholds in the MAC DSA: 

Debt burden indicators for EMs: 

Gross government debt < 60, 

Gross public sector financing requirements? (percent of 
GDP) « 15 


1 defined as current account balance plus amortization of ST 
external private and public debt at remaining maturity 


Debt profile indicators: 

External financing requirements (% of GDP)< 20, 

Public debt in foreign currency (share of total), 

Annual change in the share of short-term public debt at 
original maturity<1.5 


GOAL OF THE STUDY 

For Georgia, which now faces an unsustainable fiscal 
deficit, macroeconomic stabilization is a top priority. 

Critical variables affecting DSA: primary balance, real 
interest rates, growth, real exchange rate, contingent liabilities. 

The paper studies the impact of various factors on fiscal 
sustainability. 


RESULTS OF THE STUDY 

At present, the public debt of Georgia exceeds 4,5billion 
US Dollars. Since 2012 year to present, the public debt to GDP 
ratio increased (from 30 to 45%) and economic growth rate 
declines. One of the main reasons for that was radical change 
of fiscal policy. Some initiatives of the new government were 
directed against the free market economy principles. This 
hampered investment decisions. The significant increase of 
social benefits was the main factor of the budget deficits, 
which is not the part of the economic growth oriented policy. 
Also, decrease of the share of public investment expenditures 
in the state budget total expenditures had a negative impact 
on the economic growth rate. 

In order to ensure the debt sustainability and economic 
growth in the long run, it is necessary to change the direction 
of the debt to GDP trend and reduce the level of this indicator 
gradually. In addition, it is necessary to reduce this indicator to 
the level which allows keeping the conditions of creditability 
and liquidity of the country. 

Georgia is often the subject to the impacts of external 
and internal shocks. In the case when the government debt 
to GDP ratio approaches the admissible upper limits the 
situation may be estimated as unsustainable. 

In general impact of each variable on the debt to GDP 
dynamics is different. In particular, a high primary balance 
results in the reduced government debt to GDP ratio, high 
initial government debt results in the increased debt to 
GDP ratio, high real interest rate results in the increased 
government debt to GDP and high economic growth results 
in the reduced government debt to GDP ratio. 
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There is a direct relation between the government debt 
dynamics and efficient real interest rate; the relation between 
the national debt dynamics and the real growth rate is indirect, 
and the relation between the government debt dynamics and 
the depreciation of the exchange rate is direct. Besides, the 
contribution of the primary balance to the debt dynamics is 
with a minus sign, while the contributions of “and other flows” 
(e.g. incomes from privatization) are with a plus sign. 

Fiscal sustainability is capability of the government to 
maintain its current expenses and tax policy in the medium 
term and the long term periods without creation of danger 
to the payment capacity of the government, or without 
denying its separate types of obligations and separate types 
of expenses (including pensions and other social expenses, 
health care, education, and others) considered by the budget. 

Public debt is sustainable, when government can 
continue serving it without requiring an unrealistically (from 
social and political point of view) large adjustment to its 
future revenues or expenses. 

Public debt can be regarded as sustainable when the 
primary balance needed to at least stabilize debt under 
both baseline and realistic shock scenarios is economically 
feasible, such that the level of debt is consistent with an 
acceptably low rollover risk and with preserving potential 
growth at a satisfactory level (IMF, 2013). In practice the 
fiscal sustainability is assessed by checking whether the 
debt is on a declining path while remaining below certain 
thresholds. Related concepts are solvency - the current debt 
stock is fully covered by the present discounted value of all 
expected future primary balances, and liquidity-ability to 
meet maturing obligations. 

Some Economists call fiscal policy unsustainable if a 
country’s debt is growing faster than its GDP (Congressional 
budget Office, 2007). 

In the economic literature we encounter various 
definitions of the fiscal sustainability. According to Balassone 
and Franco (1) the theory has proposed different conditions 
for sustainability - from a non rising tax rate to an inter- 
temporal discounted budget constraint. 

Blanchard (2) defines the sustainable fiscal policy as a 
policy that ensures that the ratio of the debt to GDP converges 
back towards its initial level. The public debt is sustainable if 
the inter-temporal constrain is, i.e. the present value of the 
future primary balances fully covers the initial debt level. 

The basic factors influencing the debt to GDP ratio are: 
primary balance, initial debt rate, real interest rate and rate 
of the economic growth 

The sensitive analysis of the debt sustainability is based 
on the baseline scenario of The Ministry of Finance of Georgia 
and assumptions of a realistic macroeconomic shock test, 
where one or more economic indicators worsen. The share of 
external and domestic public debt in overall debt is assumed 
to be 8096-2096 till 2027, the basic real GDP growth rate 
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5.5%and the basic exchange rate GEL/USD 2.5. The export 
maintains its current growth tendency. 

We used MOF tax revenue projections. Public debt 
sustainability is examined based on IMF model MAC DSA (3, 
4, 5, 6). 

The study showed that according to the baseline 
scenario all marginal indicators of debt sustainability in 2017 
(Public debt/GDP, Public debt/budget revenue, Public debt/ 
export), were below the thresholds (5096, 30096, 200%). 
According to this scenario Georgia's fiscal Sustainability is 
stable in the medium term. The debt burden indicators do 
not exceed the thresholds. But the calculations show that the 
degree of impact of different shocks is different. In particular, 
the government debt to GDP value is most strongly affected 
by the shocks caused by the exchange rate depreciation 
and by the reduced growth rates. In a long term, the debt is 
unsustainable in case of permanent multi shocks. 

A shock tests indicate that debt sustainability is vulnerable 
to permanent long term and to sharp short term shocks. 

We must also note that in estimating the debt 
sustainability, the model given above uses the data only about 
the public debt and does not consider the information about 
the debts of corporations or legal entities of public law (LEPLs). 
However, in reality, LEPLs are quasi-national corporations 
financed through the state budget. Consequently, the 
consideration of their debts in the national debt statistics 
will further increase the load of the national debt and will 
complicate ensuring the sustainability of the public debt. 

When estimating the national debt of Georgia, the 
peculiarity of its structure should be considered. The 
share of foreign debt in the national debt is more than 
8096 significantly exceeding the upper limit fixed by the 
International Monetary Fund for Market access countries. 

The MAC DSA analysis (7)has made it clear that by 2018, 
such indicators of the public debt sustainability as the public 
debt to GDP, public debt to the budget Revenues, and public 
debt to export ratios, according realistic scenario remain 
below the limits. Nevertheless, shock tests of economic 
factors indicate that debt sustainability is vulnerable to 
permanent long term and to sharp short term shocks. 

Without a timely adjustment of fiscal policy meaning 
using the budgetary funds to finance predominantly the fields 
supporting the economic growth, such as education and 
science, targeted (rather than general) healthcare programs 
and infrastructural projects, reducing the administration 
costs and identifying and controlling fiscal risks, the country 
may face the need for a significant reduction of the budget 
expenditures in the medium and long-term periods. 

We should take into account, that the public debt 
statistics only cover the debts of the general government 
and National bank of Georgia. The total external public debt is 
6 billion USD(44% of GDP).But Country's total external debt is 
15.5 billion USD (historical maximum level) (more than 100 96 
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of GDP). The share of public debt in the whole foreign debt of 
Georgia in 2017 year comprises nearly 40%, the rest is the share 
of the private sector. Assessing fiscal sustainability we should 
take into account risks, associated with private debt too. 

One of the main problems of fiscal sustainability of 
Georgia in 2013-2017 years was the distribution of the debt 
burden during the year. The observed tendency was that 
total deficit allocated during the last months of the year, 
which causes monetary pressure on exchange rates, price 
levels and fiscal sustainability. 

Therefore, arising from the challenges existing in the 
budgetary system of Georgia, for achieving the fiscal stability 
in medium term and long term periods it is vital to develop 
and establish the tax and spending policy oriented on 
economic growth that at the same time will allow a gradual 
improvement of poor social condition existing in the country 
by enhancement of the effectiveness of internal and external 
resources’ usage. 


CONCLUSION 

The study showed that according to the baseline 
scenario in the medium term and long term Georgia’s 
debt is sustainable. All debt sustainability indicators do not 


MARINA MUCHIASHVILI 


exceed the marginal values. However, in a long term debt 
sustainability is vulnerable to permanent multi shocks. 

The analysis showed that in the public debt structure the 
external debt dominates which causes the fiscal sustainability 
to be more vulnerable to an exchange rate shock. A raised 
economic growth and decreased budget deficit could make 
the country’s fiscal sustainability more stable and stimulate 
high long term economic growth. It will diminish the negative 
influence of the public debt on the economic growth rate. 

The significant increase in social benefits is the main 
source of the budget deficit enlargement, which is not the 
economic growth oriented fiscal policy. The achievement 
of growth-oriented adjustment requires that a comparable 
emphasis will be given to the establishment of priorities for 
government spending. For sustainable economic growth the 
share of public investment should increase in state budget 
expenditures and at the same time, decrease the share of 
social expenditures. 

The study shows that without urgent adjustment in the 
state budget expenditures, disclosure and management of 
fiscal risks, the government of Georgia may find it necessary 
to drastically cut the budgetary expenses in the medium and 
long term. 
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SUMMARY 

Public Debt sustainability is an important factor of 
macroeconomic sustainability of Georgia. The decrease of 
economic growth rates in Georgia and increased fiscal deficit 
and public debt (both, foreign and internal) since 2008 year 
have made it actual to assess the debt sustainability of the 
country both, in medium term and long term perspectives. 
The analysis evidenced that by the 2018 most marginal 
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indicators of debt sustainability are below the thresholds. 
Nevertheless, a shock tests indicate that debt sustainability is 
vulnerable to permanent long term and to sharp short term 
shocks. In order to maintain low risk for debt sustainability, 
the study shows that the GDP growth rate in Georgia in the 
medium term should be at least 7% and the budget deficit 
should be below 3% of GDP for the same time period. 
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SUMMARY 

In accordance with the international practice, pro- 
cedures for preparing and submitting reporting on 
governance reporting and payments made to the state are 
introduced. 

The mandatory structure of governance reporting is 
not established. However, the law defines the component 
reporting component and defines the list of information that 
is obligatory in each component. It is recommended that the 


management report only contains the information that will 
be essential for the reporting users. 

Based on the experience of developed states, we 
can think that the preparation and the publicity of the 
management report will positively affect the companys 
sustainability and improvement of financial and non-financial 
indicators. It should also be taken into consideration that the 
disclosure of the governance information does not hinder the 
commercial secrets of business. 
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SUMMARY 

The scientific article represents the review of the 
following aspects: audit organization and ways of its 
improvement; the essence of the audit, goals, the role and 
importance in market economy; audit basics, regulations 
and development prospects in Georgia as well as the audit 
experience in foreign countries. The significant place is given 
to organizational issues of audit, there are also presented 
the procedures for making an audit conclusion, its structure, 
form, content and status. 

It is also considered the next stage of completion of the 
audit -the review of the audit conclusion (act, recognition), 
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the appeal process, response forms and legal aspects of the 
results revealed. It is argued in the paper if the development 
of audit activities will help entrepreneurial subjects to make 
decisions that are justified for improvement of management 
processes and financial conditions. Besides, development of 
audit activities is necessary to ensure the state interests of 
courts, prosecutors and investigators. 

The work was aimed at presenting the perspectives 
of necessity and development of audit activities in modern 
conditions which have been achieved in accordance with the 
requirements and volumes of bachelor’s work. 
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1. INTODUCTION 

It is generally acknowledged that the chance of 
maintenance of economical sovereignty in the 21st century 
is owned only by the countries, which are accumulating 
innovative and industrial capital based on utilization of the 
final leading scientific and technological achievements in 
forced rates today. Following given principles of innovative 
development proves development of western states. 

During the last years the development of innovative 
economy in the countries of transitive economy have been 
spoken and written much about. Unstoppable rhetoric 
regarding the fact that the country of post communist 
domain is necessary to transfer to the innovative model 
of economical development, may be considered to be the 
necessary precondition to their sovereignty. Truly, main fault 
of the economy with directive plan was that the ideologists 
of market — capitalist reforms in the first place noted low 
innovative level of economical systems of every field, which 
took place under the conditions of , command - administration 
dictate". According to them, refusing the state regulation of 
economy (including ignoring innovative and industrial policy), 
its liberalization and moving to the “market rails” shall work 
up innovative activities of economical subjects. 

The principle task of modern social and economical 
development of our country is its moving to the innovative 
trajectory, as well as maximal using of principally new factors 
of economical growth characteristic to the postindustrial 
informational era. This task is extremely important for 
modern Georgia, where the necessity of moving to the 
innovation activities are in the first place of the industrial 
subjects scientific — technical processing at the enterprise 
level and investment and other conditions. This gives the 
opportunity for the national economy. Based on the science 
— intensive it becomes possible to overcome great and 
traditionally increasing backwardness (in the different fields 
of economy, compared with the high — developed countries 
of the world). 

The necessity of solving the mentioned problems 
conditions to create prognosis of development of scientific 
— technical and innovative sphere, to foresee the main 
methodological principles of its elaboration. Big importance 
is paid attention to foresee the factors of creating prognosis. 

To consider prognosis of versions of macroeconomic 


development and in general, creating stages of prognosis 
of scientific - technical sphere and constructing structural 
models, also constructing a scheme of scientific researches 
and result of prognosis is the main problem of my scientific 
work. While studying the above mentioned topics | have 
studied foreign and Georgian researches — L. Chikava, A. 
Abralava, E. Baratashvili, |. Shumpeter, V. Anshin, E. Bruce 
and other ‘s monographs. 


2.MAIN PART 

2.1.THE PRINCIPLES OF FORECASTS FOR DEVELOPMENT 
OF SCIENTIFIC-TECHNICAL AND INNOVATIVE DOMAIN 

Under the conditions of the deficit of investment 
resources, active utilization of scientific-technical and 
innovative potential in the issue of development of native 
industry represents the important factor. It is known that 
the factor of technical progress determines the growth of 
production under the conditions of workforce and capacities 
(funds). 

One of the relatively distributed instruments for 
scientific-technical and innovative development is so-called 
industrial functions. When modelling this process they call 
technical progress based on the instrument of industrial 
function "Neutral", if this fails to change relation with 
following indicators during particular period: 

e Production volume cost of workforce and capital — 
if replacing workforce with capital does not give rise to the 
increase of production. In such case, according to Hicks, 
technical progress is neutral. This means, that the technique 
reached limited productivity and increasing of these factors 
conditions extensive growth of the volume of production; 

e Capitalization and interest norm - if interest norm 
and capitalization of unchanged nature, technical progress, 
according to Harold, is neutral. This means that capital 
productivity has become limited, i.e. reached the level of the 
interest norm and growth of these factors will give rise to the 
extensive growth of labour indicators; 

e Labour productiveness and the level of salary — if 
the relation between them remains unchanged, the technical 
progress, according to Solow, will be neutral. This means that 
the productiveness of labour became limited; the growth of 
technical progress will give rise to the extensive growth of 
capital volume. 
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When learning influence of technical progress upon 
the production in the role of autonomic factor (without 
foreseeing changes of other factors of production), in case 
of unchanged level of labour and capital is determined as the 
growth of production. 

According to Solow, particular technical progress 
is included in the capital, the growth of which is called 
investment into new technique (i.e. this is science-consuming 
investments, giving rise to the change of productiveness of 
capital). 

The importance of Solow's method of approach exists in 
the fact that technical progress in this period is determined 
with the level of technique established during the last period. 
Herewith, capital investments will not be foreseen with net 
volume, but by foreseeing their quality indicators reflected in 
the rate of technical progress. 

We shall consider the condition that only labour 
resources reserves and the quality may not be main 
preventive factors of economic growth. We shall necessarily 
consider the aspects of technical progress related with the 
quality of investments and main capital. They are determined 
by intensive investments and intensive investment process. 

Within the framework of the reviewed system, in course 
of developing forecasts for development scientific-technical 
and innovative domain, we consider it purposeful to foresee 
the following main methodology principles: 

e They will use the indicators, giving influence to the 
size of prognosis will be used for the primary information 
indicator; 
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e Reviewing alternative forms of social-economic, 
scientific-technical and innovative distinguished with 
the purposes, objectives and resource provisions during 
development of prognosis; 

e Applicable nature of the models of prognosis under 
the conditions of selection of data, foreseeing accidental and 
missed data giving no reflection of real trends; 

e Reviewing agreed and related characteristics of 
the indicators of scientific-technical and innovative domain, 
as activities of scientific, scientific-technical and innovative 
activities; 

e Adaptation and completeness of forecasting models 
(establishing self-correcting system of forecasting model, 
which will be able to provide immediate response on the 
changes of nature of dynamics of data); 

e Active role of the persons’ making decision in 
selection of the data, according to which prognosis is made 
and adopted system of forecasting models are formed 
(foreseeing various data in selection and variation of 
profitableness for the persons, making decision, in case of 
opportunities of foreseeing and variation of selected models 
of prognosis). Extended scheme of issuing prognosis of 
scientific-technical and innovative domain are reflected in 
the Fix. 2.1. 

When selecting and realizing models and instruments of 
the models for calculation of prognosis for development of 
analyse field, peculiarities of the objectives to be solved will 
be foreseen, as well as the specificity of primary information 
and following groups of factors: 


Fig1. SCHEME OF DEVELOPMENT OF SCIENTIFIC — TECHNICAL AND INNOVATIVE 
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1. Outcomes of foreign economic events. Here we 
mean the economic and political situation of the country, 
purposefulness of foreseeing various kinds of foreign- 
economic and other factors. Changes in global importance of 
the rates of economic development and changes of political 
conjuncture form the background, which will be foreseen in 
course of developing prognosis for development scientific- 
technical domain. 


DEVELOPMENT FORECASTS 

2. Situation in the country. In course of short-term 
and middle-term forecasting of scientific-technical domain 
inside the country, it is purposeful to foresee two main 
aspects: the prognosis shall foresee as the scientific-technical 
domain itself, so gross internal demands and opportunities 
of the country economy; besides this, it will be based on 
the preliminary analysis of the formed dynamics of analyse 
indicators. 

When concluding prognosis for development of 
scientific-technical and innovative domain, they will take 
into account and foresee following factors: necessity for 
concentration of resources on the scientific and educational 
preferable directions; the leading role of the formed 
technological structure and technological factors of national 
economy; condition of civil resources of technological 
development; condition and quality of labour potential, 
necessity for structural reorganization of scientific-research 
and experimental-construction works. 


3. Versions for macroeconomic development. 
Forecasted calculations will be constructed in relation 
with scientific-technical domain based on the number of 
external parameters. For example, prognosis of funding 
scientific-technical domain is based on the prognosis of such 
macroeconomic indicators, as the amount of Gross Domestic 
Product, the volume of industrial production, level of inflation 
etc. Prognosis of employment in the field of science, on the 
one hand, may not foresee financial condition in the given 
domain and, on the other hand, they will foresee the data 
characterising perspectives of demographic situation of the 
country. 

Prognosis for development of scientific-technical and 
innovative domain based on the traditional methods of 
extrapolation of formed trends, due to insufficient depth of 
retrospective of separate indicators, may be developed for 
inertive scenario of economic situation, with single condition. 
Instability of economic situation of the country and current 
structural changes do not direct allocation of the dynamics 
reflected during the period before 1991 with the existed 
forms of the state statistic settlement. 

According to the separate indicators, due to the absence 
of representation data, they carry out simultaneous studies 
in the state statistical reports. Priority of this process is 
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the fact that the scope of the research is relatively often 
reflected in compliance with the purposes faced by the 
research. However, conducting these researches, ordinarily, 
in course of processing primary data, is related with particular 
difficulties, which considers limitations when publishing 
outcomes of researches. 

In any case, the reasonable compromise is required 
and necessary between state statistic reporting (however 
incomplete, but timely and regularly entered) and the data 
of conducted researches. 


2.2. THE STAGES AND THE STRUCTURAL MODELS 
OF CONCLUSION PROGNOSIS FOR DEVELOPMENT OF 
SCIENTIFIC-TECHNICAL DOMAIN 

Conclusion of the development prognosis for scientific- 
technical field of the country requires particular logical 
consistency. They consider the following stages of forecasting 
development of scientific-technical domain in economic 
literature: 

1. Forecasting the size of funding researches and 

processing; 

2. Forecasting the size of expenditures incurred for 

researches and processing per one employee; 

3. Forecasting the number of staff employed for 

performance of scientific researches and processing; 

4. Forecasting average salary of the staff engaged in 

scientific researches and processing; 

5. Forecasting indicators of material and technical 

framework of science; 

6. Forecasting indicators of patent activity. 

Find below brief description of all listed stages. 

On the Stage One they carry out forecasting of 
the volume of gross domestic expenditures incurred on 
researches and processing. In the form of main sources of 
funding researches and processing, they distinguish following 
in the forecast models: budgetary resources, industrial sector 
resources, resources of the sector of higher education, 
resources of unprofitable private sector; resources of foreign 
resources. 

The forecast of the value of indicators from budgetary 
resources will be calculated based on the dynamics of Gross 
Domestic Product and the indicator of expenditure part of 
state budget. When forecasting the size of financial resources 
entered from industrial sector, they use forecasted size of 
industrial production as primary parameter. Forecasting 
of the value of the resources entered from unprofitable 
private sector and that of higher education is carried out 
with evaluation of the indicator of Gross Domestic Product 
and the dynamics of the indicators of the volume of industrial 
production. The forecast of funding from foreign resources 
are calculated by foreseeing extrapolation of the dynamics 
of the foreign investments balanced in current period of the 
technologies for receiving experts' opinions. 
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The indicator of expenditures on scientific researches 
and processing is of generalized nature. Due to this, it’s 
forecasted evaluations are used in the form of input data, 
in course of forecasting other remaining data of scientific- 
technical and innovative domain. 

On the Second Stage, they forecast the resources 
received from different sources of funding per one employee. 
The dynamics of the given indicator in each sectors of 
science are being formed differently. Due to these models 
for their prognosis, as well as for forecasting gross value of 
expenditures, are individually processed for separate sectors 
by the scientists. In the form of input data in these models, 
at the initial stage, they take forecast of the gross volume of 
internal expenditures together with the main macroeconomic 
indicators. 

On the Third Stage they provide prognosis of the amount 
of the staff employed in the field of scientific researches and 
processing. 

Input information for this stage is the prognosis of gross 
volume of expenditures incurred on the scientific researches 
and processing made earlier, per each person employed in 
each sector of science and scientific field, forecasting the 
value of expenditures. In the form of additional primary 
information they use the prognosis of the number of 
population and employment. 

The prognosis of gross amount of a staff is calculated as 
the sum of the amount of those employed in the separate 
sectors. 

On the Fourth Stage, they provide forecasting of the 
value of average salary of the workers of separate sectors of 
science, based on the prognosis of staff amount and internal 
expenditures. 

Given prognosis is adjusted by foreseeing forecasting 
evaluation of the expected level of inflation. 

On the Fifth Stage, they develop prognosis of the 
indicators of material-technical framework of scientific 
researches and processing. These prognosis are made based 
on the grounds of the prognosis of domestic expenditures, 
namely, they foresee the share of expenditures incurred on 
the devises in current and capital expenditures. 

On the Sixth Stage they carry out development of 
the forecast of productivity of scientific researches and 
processing, based on the indicators of patent activities, such 
as applications of native and foreign persons, forecast of 
the expenditures incurred on the scientific researches and 
processing and the forecast of number of those employed in 
this field. 

Thus, the system for management of innovative activity 
! foresees carrying out special calculations, related with 
the scientific-technical prognosis. The scientific-technical 
prognosis represents probable complex evaluation of the 


1 Abralava A., Gvajaia L., Qutateladze R., Innovative Management. 
City of Tbilisi, Technical University of Georgia.2009, pg. 140. 
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content, directions and volumes of future development of 
the science and technique in this domain. 

The forecast reduces the number of variable processing 
when forming the plan, rising the quality of justification 
of the plan, rising its final purposes, determining terms 
and conditions for performing he plan, identifies possible 
methods for development of the object. Hence, this, in the 
first place serves for justification of the planned decisions. 

Innovative activities include the following: 

e Performing scientific-research, experimental- 

construction and technological works, oriented 

towards the formation of new or improved production 
realized in economic turnover, and new and improved 
technological process; 

e Carrying out marketing researches and organization 

of the sale market of innovative products; 

e Carrying out technological new equipment and 

preparation of production; 

e Carrying out testing of new processes, products and 

items, implementing certification and standardization; 

e Primary period of manufacturing of new and 

improved products, using new or improved technology 

until expiration of the regulatory term of innovative 
project; 

e Establishment and development of 

infrastructure; 

e Training of the staff required for innovative activities; 

e Protection, transferring and obtaining rights on 

the objects of intellectual property and confidential 

scientific-technical and technological information; 

e Funding of innovative activities in the innovative 

programs and projects, including implementation of 

investments; 

e Other works necessary for implementation of 

innovative activities and not preventing legislation of 

the country. 

Governments of all developed countries develop and 
approve innovative programs based on the preferences of 
innovative policy, as well as the programs for supporting 
innovative activities and development of innovative 
infrastructure. Besides this, they have developed legislation 
on innovative activities, which include activities (forms) of 
state support of innovative activity. 

When forming and establishing state innovative 
programs and targeted programs, they provide competition 
selection of the innovative projects included in them and the 
projects for development of innovative infrastructure. 

State assistance of innovative activities is carried out in 
the following main directions: 

a) Funding of  scientific-research, experimental- 

construction and technological works related with 

innovative activities; 

b) Funding activities providing innovative programs 


innovative 
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and innovative activities of the projects, as well as 
the infrastructure, subjects and works of innovative 
activities; 
c) Funding patenting of inventions and industrial 
samples abroad, which are included in the export 
products or domestic products intended for exporting; 
d) Investment of resources into the creation and 
development of the subjects of infrastructure of 
innovative activities; 
e) Placement of state order for procuring products 
established by using innovative activities; 
f) Issuing subsidies on carrying out separate innovative 
products and activities for their implementation; 
g) Guaranty of the state for performance of the 
liabilities of the foreign creditors, the subjects of 
innovative activities with the investors and the subjects 
of infrastructure of innovative activities; 
h) Tariff and non-tariff regulation of competitiveness 
of high-technology production produced by the 
entrepreneurs of the countries in connection with the 
analogues, which are subsidized with the products of 
foreign entrepreneurs and they are carried out by the 
state; 

i) Offering benefits to the subjects of innovative 

activities and the infrastructure of innovative activities, 

in relation with the taxes, fees, contributions to the 
central and local budgets or non-budgetary funds, in 
compliance with the legislation of the country; 

j) Issuing right for using state property, including the 

objects of intellectual property. 

State assistance of the innovative activities is carried 
out only in the period of these activities. State assistance 
of the innovative project in some countries is carried out 
during the regulatory term of redemption; however, they 
have determined different periods from the moment of 
commencing production. 

The subjects of the infrastructure of innovative activity, 
created on the commercial basis, may receive state assistance 
in compliance with the applicable legislation of the country. 

State agenciesare eligibletotransferthe area or property 
owned by the state to the small innovative enterprises 
carrying out innovative activities under lease agreement, by 
foreseeing respective benefits. 

Funding of innovative activities is carried out: 

e At the expense of the subjects of innovative 

activities; 

e Atthe expense of the resources attracted from the 

outside by the subject of innovative activity; 

e Atthe expense of the central budget, local budgets; 

e At the expense of the resources of state non- 

budgetary funds and other state organizations 

participating in the innovative process; 

e Atthe expense of the resources of foreign investors, 
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international financial organizations and funds. 

State funding of the innovative activities is carried out: 

e By the agencies of executive government of the 

country, within the framework of the norms established 

by the Government; 

e By the subjects of the agencies of executive 

government within the framework of their authorities; 

e Bythe state organizations, providing state assistance 

fort the subjects of innovative activity. 

In course of realization of state innovative policy, 
they carry out activities for supporting small and middle 
innovative entrepreneurs. These activities and the resources 
incurred for their implementation are allocated for funding 
the programs for assistance of innovative activity and those 
for assistance of small entrepreneurs. Budgetary crediting 
of innovative projects is performed in compliance with the 
prescribed rule. 


3.BRIEF CONCLUSIONS 

Forecasting - is a previous stage of work. Expert 
assessment and modeling methods are comparatively spread 
from prediction methods. 

Forecasting Innovations — This is a complicated process 
with a large share of risk. Thisis explained with the necessity of 
considering the factors, such as the consultant's actions, the 
difficulty of calculating own expenses, store up the products 
and change in the price of products, if the equipment is more 
difficult and expensive, the problem of taking into account 
the possibility of continuing its life cycle, is more actual. 

Ensuring innovations are divided into the following 
species: Informative, Technical, financial and hazardous, 
Information Security is a difficult and contradictory process, 
as far as, on the one hand, there is a necessity for complete 
information about the present directions conditions of 
science and technology, on the other hand, it is necessary 
not to leak information about its own processing — Technical 
ensuring of innovations implies the appropriate base, in order 
to fulfill the tasks for construction, store up experimental 
samples and for arrangement technology. Financial 
ensuring of innovations — is one of the hardest problem in 
the modern stage of economics (especially for transitional 
economies countries), as fast as, there is no effective system 
of state support for innovations. The situation has sharply 
deteriorated for scientific personnel. 

On the stage of forecasting innovations it is necessary 
and essential to take into account ecological and social 
factors. Ignoring these factors can significantly reduce the 
efficiency of innovation. 

Small business is generally effective in innovative 
activity, as far as, small scale production, flexibility of 
technical processes and the high qualification of workers and 
creative environment makes it possible that innovations can 
be promptly developed in manufacture. 
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SUMMARY 
The article highlights the main methodology about the 
elaborating prognosis resulting from actually of prognosis 
on the development of scientific -technical and innovative 
sphere. About their principles; if shows models of prognosis of 
innovative development, peculiarities of tasks that should be 
solved while choosing and fulfilling instruments, also specifies 


of original information and kinds of factors. The article has 
studied versions of macro economical development of 
prognosis, main stages of compiling prognosis and structural 
models. The work has examined and presented conclusions 
about main directions to support a state in innovative 
business, about completing the mechanism in innovative 
funding. 
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SUMMARY 

In the article the educational-cognitive function of prod- 
ucts of cultural sohere on the example of a specific event is 
discussed. Culture involves a specific area of public life where 
it is important to see how the creative process is going and 
what will be achieved. Strengthening the educational com- 
ponent of the products of cultural sphere is finding a positive 
reflection on adolescents and young people. 

The main consumers of the products of cultural sphere, 
of particularly mass cultural events (direct and indirect bene- 
ficiaries) are young people. 

Culture as a system of conservation, involves promoting 


the protection and distribution of cultural - historical heri- 
tage, organizing-managing ofsettling civil values through art 
and educational activities. 

It is noteworthy that by the European Commission's ini- 
tiative and decision of the European Parliament, 2018 was 
declared a year of cultural heritage. The Government of Geor- 
gia will join the initiative. The governmental and non-govern- 
mental organizations in the field of culture should take care 
about supporting with foreseeing of the result based target 
audience implemented projects. For the purpose of preserv- 
ing and preserving cultural heritage, it is important to support 
the cultural-education cognition projects. 
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Over the past six decades, tourism has experienced 
continued expansion and diversification to become one 
of the largest and fastest-growing economic sectors in the 
world. Tourism has boasted virtually uninterrupted growth 
over time, despite occasional shocks, demonstrating the 
sector’s strength and resilience. An ever-increasing number 
of destinations worldwide have opened up to, and invested 
in tourism, turning it into a key driver of socio-economic 
progress through the creation of jobs and enterprises, export 
revenues, and infrastructure development. As a worldwide 
export category, tourism ranks third after chemicals and 
fuels and ahead of automotive products and food. In many 
developing countries, tourism is the top export category. 
[UNWTO, Tourism Highlights,2017 Edition]. 

Georgia has good opportunities to achieve various 
tourist market segments and develop different tourism 
products: 


e Georgia's rich and unique culture, in all of its various 
expressions, including music, dance, art, history, 
religion, a considerable number of cultural heritage sites 
of international and national importance (3 UNESCO 
WHS site and 2 UNESCO intangible heritage); 

e Its history and traditions of winemaking, contesting to 
be the “birthplace of wine”; 

e The country’s natural assets, protected areas of IUCN 
categories covers ( 7 National parks, 7% of the country 
land), which create opportunities for the development 
of world-class Eco-tourism/nature tourism, skiing, 
hiking, mountain biking, water sports, and other forms 
of adventure and outdoor leisure and recreational 
pursuits; 

e Georgia's mild summer climate and Black Sea coastline; 
e |ts attractive business and investment environment; 

e The natural warmth and hospitality of the Georgian 
people. 


According to the statistics data of Georgian National 
Tourism Administration, the number of international arrivals 
has been increasing year by year and in 2017, it reached 
approx. 7.6 million. The majority of all arrivals were from 
neighboring countries: Armenia, Azerbaijan, Russia and Turkey 
and from Iran, India, Israel, Kazakhstan and Saudi Arabia. 
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Among international tourism, domestic tourism 
generates significant economic activity and employment 
in the world, including Georgia. Georgian took 13 million 
domestictrips in 2017, representing 1.696 decrease compared 
to the last year. Georgian consumers are influenced by 
different motives and they behave differently when travel 
within the country or abroad. Free visa regime with EU has 
given Georgians big opportunities to travel in EU countries. 


Consumer Behavior and VALS Model 


A wide range of factors motivates consumers to buy 
tourism products. Motivating factors in tourism can be 
split into two groups: [Consumer behavior in tourism. John 
Swarbrooke and Susan Horner. 2007] 


e Those which motivate a person to take a holiday; 
e Those which motivate a person to take a particular 
holiday to a specific destination at a particular time. 


Motivating Factors in tourism can be categorized into 
several groups: physical (relaxation, suntan, exercise and 
health), cultural (sightseeing, experiencing new cultures), 
status (exclusivity, fashionability, obtaining a good deal, 
ostentatious spending opportunities), personal development 
(increasing knowledge, learning a new skill), emotional 
(nostalgia, romance, adventure, escapism, fantasy and 
spiritual fulfillment), personal (visiting friends and relatives, 
make new friends, need to satisfy others, search for economy 
if on very limited income). 

Every tourist is different and the main factors determine 
individual tourists’ motivators, such are probably their 
personality, their lifestyle, past experience, their past life, 
their perceptions of their own weaknesses and strengths and 
how they wish to be viewed by other people. 

No tourist is likely to be influenced by just motivator. 
They are most likely to be affected by a number of motivators 
at any time. People rarely take holidays alone, but who they 
take them with has an influence over the factors which 
influence their decisions. 

People do not always express their true motivators 
as they do not feel. They will be seen by others as being 
acceptable, may not always recognize their motivators for 
they may be subconscious or unconscious, they can be aware 
of contradictions between their motivator factors and their 
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actual behavior. Motivators also depend on demographic 
criteria of tourists — their gender, age and occupation. 

The decision to purchase a tourist product is the 
outcome of a complex process. A tourist think about the 
range of decisions when choosing a holiday. These decisions 
connect with the following questions: which destination, 
which mode of travel, which type of accommodation, which 
time of the year, package holiday or independent travel, 
which tour operator. 

Different factors influence the holiday decision 
[Horner and Swardbrooke -1996]. These factors can be 
divided into two groups: internal to the tourist (personality, 
health, disposable income, personal motivators, family 
commitments, work commitments, past experience, hobbies 
and interests, existing knowledge of potential holidays, 
lifestyle, attitudes, opinions and perceptions) and external to 
the tourists (availability of suitable products, advice of travel 
agents, information obtained from destinations, tourist 
organizations and the travel media, political restrictions 
on travel, health problems and vaccination requirements 
in destinations, special promotions and offers from tourist 
organizations, the climate of destinations). 

There are some academic typologies of tourists identified 
by Cohen (1972 and 1979), Plog (1977), Perreault, Dorden 
and Dorden (1997), WestvalaamsEkonomischStudiebureau 
(1986), Dalen (1989), Gallup and American Express (1989), 
Smith (1989), Urray (2002), Wood and House (1991), Wickens 
(1994). Too many typologies do not allow us understand the 
touris’s behavior. Some of them ignore national and cultural 
differences and they are generally used as if they can be 
applied to people in all the countries. 

The aim of the article is to identify Georgian consumer 
behavior characteristics and touristic motivators in case of 
both inbound and outbound travel. We tried to create the 
simple tourist typology base on VALS segmentation system 
and summarize main internal and external motivators and 
factors influencing the tourist’s behavior and decision making. 

Research methodology and results. The quantitative 
method was used in the study of this paper and the research 
instrument was questionnaires. Two questionnaires were 
prepared to survey residents (potential Georgian tourists) 
of Georgia and tourist operators and agencies. The 
questionnaire provided the information about the local 
tourists regarding several criteria: motivators, attitudes, 
behavior. Demographic characteristics determined their age, 
gender and marital status, occupation of respondents. Travel 
behavior questions showed trip length, information source, 
travel partner and the reason of traveling in the country 
and abroad. The second part of the research is connected 
with VALS system, we asked tour operators and agents to 
estimate Georgian tourists psychographic and behavioristic 
criteria during decision making process. The questionnaires 
were distributed online. 
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The first part of our research work involved on-line 
survey of consumers. The distribution according to the 
gender of respondents showed that 70% were female and 
30% were male. The age of respondents was 18-50 years old. 
The results of respondents’ marital status indicated that 64% 
were single. Most of them - 66% were employed. 

It was determined that 25% of respondents can travel 
once a year and 17.3% can afford to travel twice a year. Most 
of them — 70.4% plan their holiday themselves and only 14.7% 
apply to tour-agencies and operators. 74% of them prefer 
summer months for travelling and only 30% have holidays 
during winter period. 

70.8% of respondents travel within Georgia, and only 
more than 29% travel abroad. Different factors influence 
on them while making decision on travelling in Georgia or 
abroad. By analyzing the influencing factors of their decision 
travel in Georgia, first of all, the reasonable price is the most 
important for respondents and then possibilities to have 
holiday close to their friends and colleagues. The main reason 
to travel in Georgia is relaxation and natural beauty. Most of 
them prefer sea resorts and mountain summer resorts; only 
4% are interested in balneological destinations. The length 
of their trip is1-2 weeks for 42.7% and 33% choose 3-4 day 
holiday. Very few are interested in weekend tours. 

The main motivators for Georgian consumers on 
choosing destination abroad are reasonable price (82%), 
and possibilities of going sightseeing and visiting different 
attractions (58%). They are mostly interested in cultural 
products of EU countries, especially Italy, France, Germany, 
Spain, Portugal and Greece. 

Internet media and friends are the most famous 
sources of information among the respondents with 25.2% 
and 72.1% accordingly. The personal factor — the opinion 
of friends, family members and colleagues influence on 
Georgian consumers’ decision-making in choosing a touristic 
destination. 

Fifteen tourist agencies participated in the second 
part of the research work. As we found out 31-50 year old 
consumers apply them for service most frequently. 60% of 
tourist agencies’ consumers prefer individual travel to group 
travelling. 66% of their consumers purchase cultural tourist 
products and others are interested in medical/recreation 
tourism abroad. 

On base of VALS the segmentation system we have created 
two main criteria to find out Georgian consumers’ psychographic 
characteristics from the tour operators and agencies. 

VALS includes three primary motivations that explain 
consumer attitude: 


1. Ideals; 


2. Achievement; 
3. Self-expression. 
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A persons tendency to consume goes beyond age, 
income, gender or education. Certain psychological traits like 
energy, intellectualism and self-confidence in conjunction with 
key demographics determine an individuabs resources. 

Types of Values And Lifestyles (VALS) 

Determined on this basis, there are 8 VALS types which 
are used to study a customer: 


1. Innovators: successful, sophisticated, abundant 
resources, exhibit all three primary motivations; 

2. Experiencers: young, enthusiastic, impulse buyers; 
3. Thinkers: mature, satisfied, well-educated, seek out 
information in decision making process; 

4. Achievers: goal-oriented lifestyle, deep commitment 
to family and career; 

5. Believers: conservative, conventional, follow 
established codes; 

6. Strivers: fun-loving, trendy, seek approval of others, 
money defines success; 

7. Makers: enough energy and skill to carry out their 
projects themselves; 


8. Survivors: narrowly-focused lives, few resources. 
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According the above-mentioned, taking into our 
consideration only consumers’ value and lifestyle and not 
their buying power, we identified the following two types: 


e Consumers, who are driven by internal motivators 
and factors (Individualists, extreme lovers, take-charge 
people with high self-esteem, creative people, with goal- 
oriented lifestyles and a deep commitment to career and 
family, become enthusiastic about new possibilities); 

e Consumers, who are driven by external motivators 
and factors (influenced by other opinion, imitate 
others’ behavior, following the fashion and have their 
ideals, they are conventional people with specific beliefs 
based on traditional, established codes: family, religion, 
community, and the nation). 


As consumers’ low resources and buying power always 
become a big barrier to express your values and personal 
characteristic toward travelling. 

Tour operators and agencies think that most of their 
Georgian consumers (70%) belong to the second type - they 
are more conservative and always interested in popular 
tourist destinations, hardly interested to meet innovations 
and exotic tourist products. They are easily influenced by 
other people’s opinion and experience. 
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SUMMARY 

The aim of the article is to identify Georgian consumer 
behavior characteristics and touristic motivators in case 
of both inbound and outbound travel. We tried to create 
simple tourist typology base on VALS segmentation system 
and summarize main internal and external motivators and 
factors influencing tourist’s behavior and decision making. 
According to the research results Georgian residents belong to 


consumers, who are driven by external motivators and factors. 
Georgians have good possibilities to travel in Georgia 
as its various natural and cultural resources give good 
opportunities to develop different tourism products. During 
recent years, domestic trips have been decreasing because 
of reasonable prices offered by competitive countries and 
existing Free Visa Regimes with EU and other countries. 
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SUMMARY 

The development of technologies have had a huge impact 
on the financial sector. The term “Fintech” has emerged by 
merging finance and technology, which implies start-ups 
that use advanced technologies in financial services. On the 
one hand, advanced technologies facilitate and simplify the 
implementation of various operations and activities, but, on 
the other hand, pose a real threat to the conservative banking 
sector. 

The main goal of the introduction and development of 
financial technologies in the banking sector is to save time, 
accuracy and high quality of protection. 

As in the whole world, today Fintech is successfully 
developing in Georgia. It helps to attract investments and 
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makes banking services more accessible, comfortable and 
flexible. 

The purpose of the study is to determine the role and 
importance of financial technologies in the development of 
the banking sector. The theoretical basis of the research is 
the experience of Georgia and foreign countries, theories and 
proposals of scientists-economists and practitioners. 

The article discusses the importance of introducing 
financial technologies to improve the competitiveness 
of banks, as well as the prospects for the development 
of the banking sector in the context of modern financial 
technologies. 
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SUMMARY 

The paper deals with the main objective of the audit 
activity which is expressed in determining compliance with 
the normative acts of financial and economic operations 
carried out by the economic entity. 

The main goals of financial reporting are: Confirmation 
of reporting credentials; During the inspection period 
the reporting the enterprise’s activities, checking the 
completeness, accuracy and accuracy of the revenue and 
the financial results; Equity, liabilities, assets, reflecting the 
methodology of evaluation, and reporting laws and normative 
documents regulating the protection of control; Identify and 
utilize reserve funds, financial reserves and loan sources of 
their own. 

The achievement of the financial statements audit 
requires a segment of audit that can be carried out in the 
international practice through the subjective and cyclical 
approaches. 

In the audit process it is also important to assess the 
audit’s risk correctly, which is carried out by the following 


https://doi.org/10.35945/gb.2018.05.042 


three components: the risk of risk, the risk of control and the 
risk of invisibility. 

The official certificate presented by the management 
of the audit object is as follows: “In total, the financial 
statements are presented in accordance with the basis of the 
fair presentation of the fair financial statements”, in fact the 
existence of certain the evidence in the financial statements. 

The auditor uses the assertions to evaluate risk 
assessment by considering the potential inaccuracies that 
may be allowed to work and develop audit procedures that 
will assess the risk assessment. The components of financial 
reporting have different risks, which are essential for auditing. 
Consequently, when considering a component, the auditor 
should be able to determine which claim is predominant. 
For example: the evidence of the existence on assets is more 
important than completeness. The completeness of earnings 
in turn is more important than determining whether this 
operation was implemented or not. This may be individual for 
each audit taking into consideration the relevant specific risk. 
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SUMMARY 

Tourism plays an important role in human life and in the 
world economy. It is developing very rapidly and is one of the 
most profitable spheres in business. 

The development of tourism industry in small countries 
is of great importance. It contributes to the peaceful 
development of the country, creating jobs and increasing 
income. 

Researchers often have to study and evaluate the 
individual sectors and how they impact on region’s economy. 
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The interest in assessing tourism in economics is very high 
and important. 

The influence of tourism on economics are often 
evaluating by economic impact models, such as Capacity 
Utilization Model-CUM, regional economic model-REMI, 
and Impact analysis for planning-IMPLAN. The use of such a 
model is of great importance to small countries, as the more 
becomes to study about the development of the sector, 
the relationship between the economic sectors is revealed 
better, and it is easier to assess the changes in the economy. 
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SUMMARY 

Primary health care has an important role in the 
organizational arrangement of health care system. Without 
a fundament of primary health care system it is impossible to 
build anything. The primary health care system reflects on the 
quality population health, the availability of health services 
and the cost of spending on the health care. The family 
doctors institute and primary health care system in Georgia 
have not been developed with regarding international 
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standards. The lack of primary care system in Georgia 
indicates that the referral to outpatient medical facilities is 
considerably lower than the European countries. The reason 
for this is the lack of confidence in primary care institutions 
and the absence of comprehencive primary health care 
system in the country. It is nessesery to develop a family 
doctors institute in Georgia. This requires the promotion 
of continuous medical education of family doctors, optimal 
geographical distribution of primary health care institutions. 
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